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Annual Report 


TSX Group Inc. 


2002 marks an important milestone in the evolution of TSX Group Inc. 
As we embark upon a new era as a publicly listed company, we are 
opening the doors to a new world of opportunities for our organization 
and the people, companies and communities we serve. In this, our first 
report as a public company, we have set out to demonstrate our sustained 
leadership role in the Canadian capital market. In essence, this report is 


about the value of X. 
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‘TSX Group’s stewardship in the area of corporate governance guidelines has helped to provide 


Canada’s capital market with the integrity and transparency that are renowned around the world.” 


Purdy Crawford, O.C., Q.C. 
Counsel, Osler Hoskin & Harcourt LLP 
Toronto 


themselves and t 
Think of the CUE 
on the growth ar 
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In 1947, my father and grandfather created the industrial workforce housing business with $4,000. By 1967, their 
company had grown and evolved, and in that year ATCO undertook its first public offering of shares on Toronto Stock 
Exchange, raising $4,000,000. In 1980, ATCO repatriated Canadian Utilities Limited from the United States. 
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ATCO, like Toronto Stock Exchange, is a Canadian enterprise committed to building value for our shareowners.” 


Nancy C. Southern 
President and Chief Executive Officer, ATCO Group 
Calgary 


“Fairmont Hotels & Resorts Inc. has owned and 
operated world-class hotels for over 115 years. Toronto 
Stock Exchange now expands Fairmont's reach, 
providing Canadians with the opportunity to invest 


in our international company.” 


William R. Fatt 


Chief Executive Officer, Fairmont Hotels 8 Resorts Inc. 
Toronto 
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“With two national stock exchanges serving both the public venture and senior equity 
oO oO ) 


markets, TSX Group has supported VSM MedTech’s maturation and provided continued 


access to capital, enabling the company to successfully execute its growth strategy.” 


Barry Allen 
President and Chief Executive Officer, VsM MedTech Ltd. 


Vancouver 


“On the morning of April 8, 2002, we at EnCana celebrated a great moment when Barbara Stymiest and 
I joined up via video link to witness the first trading of Canada’s largest ever energy company on Toronto 
Stock Exchange! Although we have shareholders from around the world, and operations in select international 


locations, Toronto Stock Exchange remains the cornerstone trading exchange for EnCana shareholders.’ 


Gwyn Morgan 
President and Chief Executive Officer, EnCana Corporation 
Calgary 


“Our business was built on innovation, so when it came 
time to go public, we wanted to be listed on a market 
that has built its reputation on just that. From technology 

and data products, to services that help us to meet our 
full potential as a X Gr = 
capital markets arecord a =F a 
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a —. Maurice Piche 
President and Chief Executive Officer, Andromed Inc. 
Montreal 


“Investors Group benefits from the efficiency and liquidity 
of TSX Group in two ways: as one of Canada’s largest 
investors and as a publicly listed issuer.” 


R. Jeffrey Orr 
President and Chief Executive Officer, Investors Group, Inc. 
Winnipeg 


“Vincor’s listing on Toronto Stock Exchange has provided a platform to 


increase the visibility of Vincor and Canadian wines in the global markets. 


Donald L. Triggs 
President and Chief Executive Officer, Vincor International Inc. 


Mississauga 
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TSX Group is a cornerstone of the Canadian financial system and is at the 
centre of Canada’s equity capital market. TSX Group owns and operates 
Canada’s two national stock exchanges: Toronto Stock Exchange, serving the 
senior equity market, and TSX Venture Exchange, serving the public venture 
equity market. From its pre-eminent domestic base, TSX Group’s reach 
extends internationally through TSX Markets and TSX Datalinx, which 
provide trading and data to the global financial community that accesses 


Canada’s equity capital market. 
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* Prior to April 3, 2000, TSX Group was organized and operated ona not-for-profit basis. 
TSX Group refers to TSX Group Inc. and its consolidated subsidiaries. : 
TSX refers to TSX Inc., a wholly-owned subsidiary of TSX Group Inc. 
TSX Venture Exchange refers to TSX Venture Exchange Inc., a wholly-owned subsidiary of TSX Inc. 
“Toronto Stock Exchange” refers to “the Toronto Stock Exchange” 
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It has been my responsibility — and pleasure — to preside over the Board of Directors of TSX Group at a 
time that can only be described as historic. 


It is no small achievement to take a company public. But for most companies, the path to a public listing 
is well travelled. 


To take a stock exchange public in North America was to go where no exchange has gone before on 
this continent. 


And to do so in 2002 was to take on risks and stresses unlike any seen by capital markets since the Great 


Depression as some of the American icons of the “New Economy” fell to scandal, spreading distrust far 
beyond U.S. markets to every corner of the globe. 
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With investor doubt rising and regulatory changes putting the rules of the game in question as never 
before, this perhaps was not the most propitious time for a new public company, particularly one in an 


industry not traditionally viewed as a business, even within the securities industry itself. 


Yet, going public was a vital piece in the strategy of TSX Group to transform itself from a private 
company serving the brokerage industry into a publicly held company focused on creating shareholder 


value for a broad base of investors. 


This 1s what drove us forward. This and a solid belief in a management team that, though largely new to 


TSX Group, possessed proven skills and deep experience. 


This journey started in the late 1990s following the consolidation of the six exchanges in Canada into 
three: Toronto Stock Exchange for senior equities, and CDNX for junior equities, with the Bourse de 


Montréal concentrating exclusively on derivatives. 


TSX Group established the Canadian 
Foundation for Investor Education (CFIE) 
in 2002 with a mandate to educate 
investors about Canada’s capital 
market. CFIE launched two significant 
national educational programs in 2002: 
a semi-annual Symposium Series and 

a speakers series entitled “Exchanges”. 


CFIE also provides financial support 
to a variety of charitable and non-profit 
organizations that develop programs 
to increase understanding of Canada’s 
capital market. In this respect, finan- 
cial support has been provided to 
Carleton University for the creation 

of their trading lab and to Dalhousie 
University for an undergraduate 
research symposium on topics relating 
to international business. 


In 2000, we changed Toronto Stock Exchange from 
a non-profit company to a private, for-profit 
company, no small step in itself. Then, in 2001, we 
acquired TSX Venture Exchange, formerly CDNX. 
The last steps, taken in 2002, transformed us from a 
private company to a newly branded, public company, 
with all of the advantages that such status confers 


and all the discipline it imposes. 


By any measure, that transformation was a success, 
especially given the forces battering capital markets 
in 2002. 


Thus, by way of introduction to the first annual 
report of TSX Group as a public company, I 
would like to thank the team that made the 


journey possible. 


Under the leadership of Barbara Stymiest, Chief 
Executive Officer of TSX Group, senior manage- 
ment presided over the development of the strategy 
for listing TSX Group on its own exchange. They 
assembled legal, financial and other advisers — inter- 
nal and external — who helped the company go into 
an offering that was, in the end, over-subscribed. 
And they worked tirelessly to pilot the project 


through regulators in multiple jurisdictions. 
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Toronto Stock Exchange and Canada Post issued a There were others who 


special stamp in October 2002 to celebrate the helped senior management in 


150th anniversary of Toronto Stock Exchange. 


this endeavour, of course. 


Many others. 


Indeed, in greater or lesser 
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TORONTO STOCK EXCHANGE ~- BOURSE DE TORONTO ; measure, every employee of 
a TSX Group played a part. 
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: I say that because the process 
: of going public consumed a 
4 significant amount of execu- 
; tive time as the project met 
: unexpected and, at times, 
‘ unprecedented problems. One 
; by one, though, they were 
ae solved and we moved forward. 


© Canada Post Corporation, 2002. Reproduced with permission. In consequence, a great deal 
J 


had to be delegated and, in the 


delegation, there lay successes that in their own way were every bit as impressive as the offering itself. 


As readers of this report will see, 2002 also exceeded our financial expectations in a year when dis- 


appointment was far more the norm. To achieve such results in such a year is a credit to every employee 
of TSX Group. 


On behalf of the Board of Directors and on behalf of shareholders as well, may I convey thanks for these 
twin achievements — a successful IPO and a successful financial year — and my hope for similar success in 


the years ahead. 


And last, but by no means least, I would like to thank my fellow directors, whose strong support and 


Xoe 


Wayne Fox 
Chair, Board of Directors, TSX Group Inc. 
February 25, 2003 


consistent guidance were vital ingredients in all of the successes of the year. 
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This has been a signal year in the history of TSX Group. 


In October, we concluded our first 150 years, a span that makes us one of Canada’s oldest financial 


institutions — only two major banks are older. 


In November, we were reborn as Canada’s youngest publicly listed company, with a strong, new orientation 


toward the opportunities to grow in Canada and in global markets, especially in North American markets. 
The report that follows represents, therefore, the bridge that links two distinct periods in our existence. 


The long road leading to that bridge has been well mapped. What matters to our shareholders is the road 


that lies ahead, that leads from this bridge between two eras into a new kind of future for this company. 


In this, my first letter to the public shareholders of our company, I would like to concentrate on the road ahead. 


7 up fe. Annual Report 2002 


17 


The key to the journey lies in the engine we have created to drive our future growth: 


our transformation from a mutually owned non-profit organization to a public company capable of 


quickly recognizing and responding to market forces; 


the complete renewal of our technology that has established us, once again, to be among the most reliable 


exchanges in the world and has demonstrated our leadership and strong expertise in technological and prod- 


uct innovation in the exchange industry; 

the acquisition of the former CDNX — now known as 
TSX Venture Exchange — to complete the restructuring 
and consolidation of the Canadian capital market which 
began earlier under our leadership, giving Canada one of 
the healthiest securities industry structures in the world; 
the technical and operational integration of the junior 
and senior exchanges, so that two distinct exchanges work 
together as a single, national trading system, capable of serv- 
ing companies from emerging through to global player; 
the restructuring of the company to sharpen the focus on 
our existing and new business opportunities; and, 

the rebranding of the organization under a single, powerful 
marquee that is immediately recognizable in both 
Canadian and foreign markets and gives us the distinctiveness 


and visibility we need to grow in foreign markets. 


Our strong growth in 2002, in what proved to be a year of 


difficult market conditions, was built on these fundamentals. 


Seas Salen Bac 


Leonard Petrillo, Vice President, General Counsel & Secretary, 
Robert Pattillo, Vice President, Public Affairs, Research 

& Communications, Lorraine Coady, Vice President, Human 
Resources and Michael Ptasznik, Chief Financial Officer 


Going forward, our strategy is to use what we have built and the 


momentum we have already created as the basis for new growth. 
There are three areas of focus: 


We are pre-eminent in the Canadian equity market. Our goal is to build on that 


pre-eminence by further expanding our product and service offerings so as to meet the distinct and changing 


needs of investors, issuers and intermediaries. 


Annual Report 2002 


In 2002, for example, we offered a number of cus- 
tomized trading products to meet particular needs 
in the market and to compete more effectively. 
These included providing traders with the option of 
voluntary attribution, allowing them to enter orders 
anonymously as they could do on USS. exchanges; a 
POSIT™ Canada call market, which allows traders 
to anonymously execute transactions; and Iceberg 
orders allowing them to disclose only a small portion 


of a larger order so as to reduce the potential market 


impact of large trades. — saenenianeinaaemaiacinn a 


Our new trading system and products such as these 
Rik Parkhill, Senior Vice President, Trading 


allowed us to reclaim a major share of the trading ir ’ ; ; 
J d e410 and Richard Nesbitt, President, TSX Markets 


Canadian companies that are interlisted between 
Canadian and U.S. markets. Based on value traded, in 2000, more than 50 percent of trading in the shares 
of these companies was done on U.S. exchanges. In 2002, more than 60 percent was done on Toronto 


Stock Exchange. 


We have other initiatives planned to increase our share of interlisted trading even further. These 
initiatives include U.S. dollar trading, a high priority in light of the increased trading by Canadians that is 
done in US. funds. 


The acquisition and integration of TSX Venture Exchange 
into TSX Group allows us to foster new listings on both the 
senior and junior exchanges. Our goals are to simplify and 


customize the listing process for emerging companies, and to 
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support young companies in their critical, early growth phase 
by providing new kinds of support, such as a new mentoring 
program. Our broader objective, by fostering listings on Sa 
Venture Exchange, is to increase the flow of graduates to 
Toronto Stock Exchange. With nearly 100 TSX Venture 
Exchange graduates joining Toronto Stock Exchange in the 


last three years, the importance of our tapping into the 


junior market as a source of growth is well demonstrated. 


Robert Fabes, Vice President, Toronto Stock Exchange 
and Clare Gaudet, Senior Vice President, Toronto Stock Exchange 
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(ON We recognize that our long-term growth depends on an increased presence 
in foreign markets, especially the U.S. market. As we have made clear, our strategy is to become a full 
participant in global capital markets. Internal growth built on a strong technology platform — putting us 
among the top three exchanges in the world in terms of liquidity, as measured by costs per trade on large 
transactions in the Deutsche Bank and Birinyi Associates, Inc. study completed last year — 1s vital to mak- 


ing us attractive in global markets. 


With a secure and growing national base, we intend to pursue strategic alliances with other international 
exchanges to make it easier for Canadians to trade securities of issuers listed solely on a foreign exchange, 
and we will pursue acquisitions or investments in markets 
outside Canada to diversify beyond Canadian securities. 
Our primary focus in this regard will be in U.S. markets, 
but we will certainly not exclude Europe or markets else- 


where when opportunities arise that fit our objectives. 


In diversifying globally, we also have the opportunity to 
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increase our listings by leveraging our core strengths. 
Building on our global leadership in the mining industry 
is especially attractive. We already list more than 50 per- 
cent of the world’s publicly traded mining companies on 
our two exchanges. In 2002, mining financings — driven 


by Canada’s new diamond industry and rising gold prices 


— were two and a half times higher than the previous year. 
Twice as much mining equity capital was raised on Kevan Cowan, Senior Vice President, TSX Venture Exchange 
Toronto Stock Exchange as on the next closest exchange, and Linda Hehe nes ena ee 
the New York Stock Exchange, in 2002. In the same period, 
TSX Venture Exchange on its own was the fifth largest 


exchange for mining equity capital in the world. 


Our goal is to use our pre-eminence as a source of capital for this industry, leveraging off the pool of mining 
expertise in Canada, unmatched anywhere in the world, to identify opportunities and win listings for our 


two exchanges from non-Canadian companies. 


There is, finally, one source of geographical diversification that was long neglected when Canada’s junior 
exchanges were primarily local and concentrated in Western Canada. That source of diversification is Central 
and Eastern Canada. In 2002, as we were integrating our two exchanges, we established a Toronto Stock 
Exchange-TSX Venture Exchange office in Montreal for the first time. In the period ahead, our objective 


is to further extend our services to Central and Atlantic Canada so as to foster more listings in those areas 
of the country as well. 
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3. NEW BUSINESS OPPORTUNITIES Our technological strengths provide us with a number of new business 


opportunities. We have already begun to use those strengths to diversify our business. 


Market data is already an important source of growth. In 2002, 26 percent of our revenue came from this 
source. But there are opportunities for additional growth, as publicly traded exchanges elsewhere in the 
world have demonstrated. To take advantage of them, we established the TSX Datalinx brand in 2002 to 
market our existing information products. TSX Datalinx is also mandated to expand the uses of corporate 
data collected through our relationships with issuers and to create new data products in standardized for- 


mats that will improve the data flow from source to data providers and end users. 


We have already diversified by expanding beyond equities 
into the fixed income market through our 40 percent share 
of CanDeal.ca Inc. (CanDeal), which owns and operates an 
electronic system for trading in institutional debt in Canada. 
This venture will allow us to earn fee income by providing 


technological services in support of CanDeal. 


Our technological strengths represent a business opportunity 
in themselves. We intend to sell managed services and applica- 
tion services to other marketplaces through TSX Technologies, 
our technology solutions division. Smaller exchanges else- 


where in the world represent an attractive market for our 


technology and the expertise we have developed. We have 


already begun marketing to these exchanges at international 


John Cieslak, Senior Vice President, 


Information & Trading Technology & CIO, forums in Asia and Europe. 

Harry McLean, Vice President, Operations ver 

and Brenda Hoffman, Vice President, Information These three growth areas — building on our core businesses, 
& Trading Technology geographic diversification and exploiting new business 


opportunities — are the road ahead for us. The senior man- 
agement and staff of TSX Group throughout the country have demonstrated, by their track record, their 


capacity to follow it. 


I have every confidence that the era ahead will be as distinguished and as rewarding as the 150 years of 


tae 


achievement that lie behind us. 


Barbara Stymiest 
Chief Executive Officer, TSX Group Inc. 
February 25, 2003 


Annual Report 2002 21 


22 


JANUARY 24 TSX Group establishes the 


non-profit Canadian Foundation for Investor 


Education (CFIE) FEBRUARY 14 RBC Capital Venere 
Markets chooses TSX Markets as the facility to 

print its crossed trades MARCH 1 TSX Group spins out = () 

its market regulation into Market Regulation Services 

Inc. (RS Inc.), an independent, arms-length regulator of 

Canada’s equity markets MARCH 8 CFIE, in collaboration with 

the University of Toronto’s Capital Markets Institute, holds sym- 

posium on securities regulation MARCH 22 Toronto Stock Exchange 

adopts new Global Industry Classification System for its indices 

MARCH 22 TSX Markets offers voluntary broker attribution for 
equities traded on Toronto Stock Exchange APRIL 1 TSX Markets adopts RS 
Inc.’s Universal Market Integrity Rules (UMIR) APRIL 1 TSX Venture Exchange 
revises its rules and trading policies to increase transparency, relevancy, 
and competitiveness APRIL 4 www.tsx.com relaunched on a single platform, 
combining information from the former TSE and CDNX web sites APRIL5 TSX 
Markets launches POSIT™ Canada call market for Toronto Stock 
Exchange APRIL 8 TSX Group unveils new brand and organization 
APRIL 10 New Montreal office and national call centre opened 
APRIL 12 TSX Markets launches Iceberg orders to minimize 
market impact of large orders on Toronto Stock Exchange 

APRIL 16 Former CIBC Executive Vice President Linda 

Hohol appointed President of TSX Venture Exchange 

MAY 1 S&P/TSX Composite Index™ (formerly TSE 

300) overhauled to better position Canadian 


issuers and industries in global capital 
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markets MAY 14 One-year anniversary of 

new TSX trading system, during which peri- 

od there was not a second of downtime since 
moving to a new trading platform JUNE 3 TSX 


Datalinx Daily Record end-of-day information goes 


electronic JUNE 15 TSX Venture Exchange’s Capital 

Pool Company™ (CPC™) program launched in Ontario 

JUNE 21 Launch of TSX Datalinx as market data brand 
JUNE 25 TSX Venture Exchange holds TSX Venture Exchange 
Company Showcase in Toronto jJuty 4 TSX Group Annual General 

Meeting JuLy 8 TSX Group purchases 40 percent stake in CanDeal.ca Inc., 

which operates an electronic communications network for the trading of 

debt securities juLy 22 Formal proposal for J2 junior market submitted to 
Alberta and BC securities regulators juLy 26 TSX Markets enhances POSIT Canada 
call market with direct access connectivity SEPTEMBER 12 TSX Group files preliminary 
prospectus for initial public offering SePTEMBER 18 Toronto Stock Exchange 
expands and enhances disclosure regime by proposing changes to its 
listing requirements OcToBER 10 Toronto Stock Exchange hosts Life 
Sciences and Biotech Focus in Toronto ocToser 24 Toronto Stock 
Exchange unveils commemorative stamp with Canada Post to cele 
brate its 150th anniversary, and holds gala dinner NOVEMBER 7 CFIE 


holds symposium on risk capital in Vancouver, in collabora- 


tion with the University of British Columbia 


() | NOVEMBER 12 TSX Venture Exchange’s CPC program 
launched in Quebec NOVEMBER 12 1SX Group, uncer 


F 3 j ee — ay: eye fe ah Fire Alartre Arma arican 
Review the ticker symbol “xX”, is tne Tirst North American 
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Recognizing the leadership role that TSX Group Inc. (“the Company”) has played and continues to play in 
shaping corporate governance practices in Canada, the Board and management of the Company continue 
to be committed to remaining at the forefront of good governance and to ensuring the highest standard of 
corporate governance. The Company’s corporate governance policies are designed to support the Board in 
discharging its responsibilities and to enhance shareholder value. In the course of its transition over the past 
year to a publicly traded company, TSX Group Inc. has introduced important initiatives to enhance its cor- 


porate governance practices, and plans to take further steps to achieve continuous improvement in this area. 


The Company’s corporate governance system complies with the Guidelines for Improved Corporate 
Governance adopted by Toronto Stock Exchange (the “TSX Guidelines”). In addition, the Board 
is reviewing its corporate governance practices in response to recently proposed revisions to the 
TSX Guidelines (which had not been formally implemented as of December 31, 2002) and with respect 
to the United States Sarbanes-Oxley Act of 2002 and the recent New York Stock Exchange corporate 


governance rule proposals. 


The Board of Directors is responsible for overseeing the direction, affairs and management of the Company 
with the goal of enhancing long-term shareholder value. The Board discharges this responsibility, either 
directly or through committees, by selecting and holding accountable management, to whom the Board del- 
egates operations and implementation. In this regard, the Board sets clear policies and direction to 
management on the limits to management’s responsibilities and authority. Among its many specific duties, the 
Board selects the Chief Executive Officer and annually evaluates her against corporate objectives, established 
by the Board in conjunction with the CEO, and sets her compensation. It also approves strategic plans and 
corporate objectives that the CEO is responsible for meeting, provides advice and counsel to the CEO, over- 
sees the ethical and legal conduct of the organization and reviews the financial performance and condition 


of the Company. The Board is also responsible for the adequacy and form of compensation paid to Directors. 


At regularly scheduled meetings, members of the Board and senior management examine, review and 
discuss a broad range of issues relevant to the Company’s strategy, business interests and growth initiatives. 
In addition, the Board receives timely and periodic reports from management on the Company’s 
operational and economic performance. During fiscal 2002, the Board held 16 meetings reflecting a heavier 
than normal workload because of the Company’s IPO. Director attendance at these meetings, either in 
person or by teleconference, exceeded 90 percent. In 2003, the Board anticipates holding 10 meetings. 
In addition, at every meeting, the Board convenes without management present to ensure it is able to 
discharge its responsibilities independently of management. In appropriate circumstances, a Director or a 


committee of the Board can retain an outside advisor with the approval of the Governance Committee. 


The Board has an independent chair and knowledgeable, experienced and well informed Directors, a 
majority of whom are “unrelated” within the meaning of the TSX Guidelines (i.e., independent of 
management and free from any relationship which could, or could reasonably be perceived to, materially 
interfere with the Director’s ability to act with a view to the best interests of the Company). The Board’s 


strength is also derived from the background, qualities, skills and experience of its members. The 
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Governance Committee recommends to the Board candidates suitable for nomination. Nominees are 
selected for qualities such as integrity, business judgment, independence, business, professional or board 
expertise, capital markets experience and international experience. As well, representation from geographic 


regions relevant to the Company’s strategic priorities is taken into consideration. 


New Directors are provided with orientation materials describing the business, strategy, objectives and ini- 
tiatives of the Company. An enhanced ongoing education program and a Directors’ Guide, focusing on 
roles and responsibilities of Board members, are being developed for Directors. Directors also have 
periodic one-on-one meetings with the CEO and key members of the senior management team. For the 
past three years, the Board has annually evaluated its performance and has attempted to address any issues 
that were raised in these evaluations. In 2003, the Board will also implement a program to evaluate the 
performance of its committees and of individual Directors through a self-assessment questionnaire and 
through formal one-on-one interviews with the Chair of the Board, based on the results of the question- 
naires. In addition, the performance of the Chair and the Vice Chair of the Board will be evaluated by the 


Governance Committee. 


The Board has timely access to staff and management and the information it needs to carry out its respon- 
sibilities. The Chair sets the agenda for Board meetings and Directors receive a comprehensive package of 
information prior to each Board and committee meeting. As well, after each committee meeting, the full 


Board receives a report on the committee’s work. 


The Board’s Code of Business Conduct (the “Code”) and related policies were recently reviewed and 
revised by the Board to comply with proposed amended listing requirements of Toronto Stock Exchange 
and set high standards for ethical behaviour for the Board. The Board monitors compliance with the Code 
and is responsible for considering waivers from compliance with the Code, if any. No waivers have been 
granted nor have there been any violations of the Code. A copy of the Code may be found in the 


Company’s 2002 Management Proxy Circular and on the Company’s web site at www.tsx.com. 


The Company and the Board are committed to an open and proactive communications policy. In this 
regard, the investor relations staff provides information to current and potential investors and responds to 
their inquiries. Quarterly earnings conference calls are broadcast live and archived on the Company’s web 
site and are accessible on a recorded basis via telephone to interested investors, the media and members of 
the public for a period of three months after each call. Presentations at investor conferences are promptly 
made available through the Company’s web site or via telephone. The Company also makes material 


disclosure documents available through the Company’s web site. 
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There are four standing committees of the Board that focus on specific areas of responsibility to effectively 
govern the Company: Finance and Audit Committee, Human Resources Committee, Governance 
Committee and Venture Market Committee. A majority of the members on each committee are 
unrelated and independent and the committees consist solely of non-management Directors. The Board 
believes the composition of its committees ensures they operate independently from management such 
that all shareholders’ interests are appropriately protected. The Board also believes that the composition of 
the Finance and Audit Committee reflects a high level of financial literacy. Each Board committee has for- 
mal written terms of reference, established by the Board, which are reviewed at least annually and which 


may be found in the Company’s 2002 Management Proxy Circular. 


Recognizing the importance of risk management as an integral factor in business performance, the Company 
follows a comprehensive integrated risk management program which identifies, assesses and prioritizes key 
business risks considering both the likelihood and potential seriousness of the risk. Strategies to 
manage the identified risks are then developed. In addition, the Company has implemented a business con- 
tinuity plan providing for the protection of personnel and resources and the continuity of critical business 
functions. The Company also has an internal audit function, reporting to the Finance and Audit 
Committee, which carries out independent assessments of the adequacy and effectiveness of internal 


controls and takes necessary corrective action. 


For a full report on TSX Group Inc.’s corporate governance practices, please refer to the Company’s 2002 
Management Proxy Circular, which may be accessed through www.sedar.com or through the Company’s 
web site at www.tsx.com. The Circular also contains the Company’s corporate governance procedures 
compared with the TSX Guidelines, information respecting Directors, the terms of reference, composition, 
responsibilities and activities of the committees of the Board and the Code of Business Conduct for 
Directors, Officers and employees. All information respecting corporate governance practices set out in 


the Annual Report and in the 2002 Management Proxy Circular was adopted and approved by the Board 
of Directors. 
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TSX Group is a cornerstone of the Canadian financial system and is at the centre of Canada’s equity capital 
market. TSX Group owns and operates Canada’s two national stock exchanges, Toronto Stock Exchange 
serving the senior equity market and TSX Venture Exchange (formerly CDNX) serving the public venture 
equity market. From its pre-eminent domestic base, TSX Group will continue to demonstrate Canadian 
leadership in global capital markets as it extends internationally, providing the global financial community 


with access to Canada’s equity capital market. 


The total market capitalization of the more than 3,800 issuers listed on TSX Group’s exchanges at 
December 31, 2002 was almost $1.1 trillion, making the combined exchanges operated by TSX Group the 
third largest in North America and the eighth largest in the world. The total value of securities traded in 
2002 on TSX Group’s exchanges was $640.9 billion. This represents a 24% compounded annual growth 
rate as compared to the $76.2 billion traded in 1992. 


In 2002, TSX Group itself became the first publicly listed exchange in North America, and earned net 
income of $53.8 million on revenue of $215.9 million. TSX Group derives its revenue primarily from three 
integrated activities — listings, trading, and data. 
Each of these activities is linked to the others in 
a manner that supports the growth of them all: 
new listings generate more trading and market 
data; increased trading creates greater liquidity and 
generates data; and more liquid markets attract 


new listings and participation by brokerage firms 
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2001, fees paid by listed issuers on the two 


exchanges represented 37% and 30%, respectively, 
of TSX Group’s revenue. 
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In general, issuers initially list on Toronto Stock Exchange either in connection with their initial public 
offerings (“IPOs”), or by graduating from TSX Venture Exchange. During 2002, 27 issuers graduated, 
representing 22% of the new listed issuers on Toronto Stock Exchange during this period. TSX Venture 
Exchange provides guidance to its issuers to facilitate their graduation to Toronto Stock Exchange in as 
seamless a manner as possible. Junior companies generally list on TSX Venture Exchange either in connec- 
tion with their IPOs or through alternative methods such as the Exchange’s Capital Pool Company™ 


(CPC™) program or reverse take-overs. 


Issuers list a number of different types of securities including conventional securities such as common 
shares, preferred shares, rights and warrants, and new types of securities such as exchangeable shares, 
convertible debt instruments, trust units and limited partnership units. Increased sophistication of capital 
market participants has also resulted in an expanding variety of innovative equity-related products. Listing 
standards have been adapted to facilitate the listings of these securities, including exchange-traded funds, 


income trusts and Capital Pool companies. 


Issuers that achieve a listing by meeting the minimum requirements of Toronto Stock Exchange or TSX 
Venture Exchange receive a range of benefits, including opportunities to efficiently access public equity 
capital, liquidity for existing investors and the prestige and market exposure associated with being listed on 


one of Canada’s national exchanges. 


TSX Group generates revenues through its list- 
ing activities by charging issuers the following 


types of listing fees: 


INITIAL LISTING FEES — Issuers listing their securities 
on one of TSX Group’s exchanges for the first 


time pay TSX Group initial listing fees, based on 


80 he the number of securities listed or the amount of 
| financing undertaken by the issuer, subject to 
minimum and maximum fees. In 2002 and 2001, 
initial listing fees were approximately $8.0 mil- 


lion and $4.1 million, respectively. 


Listings Revenue ($ M) 


SUSTAINING FEES — Issuers listed on one of TSX 


Group’s exchanges pay TSX Group annual 


1998 1999 2000 2001 2002 
sustaining fees based on their market capitaliza- 
LISTINGS REVERE tion, subject to minimum and maximum fees. 
($ Million) Sustaining fees provide a relatively stable, 
(_] sustaining Fees recurring revenue stream, increasing as market 
additional Listings Fees eal : . : 
wretialnneeeees capitalizations of listed issuers grow. In 2002 and 


2001, sustaining fees were approximately $32.7 


million and $23.9 million, respectively. 
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ADDITIONAL LISTING FEES — Issuers listed on one of TSX Group’s exchanges pay TSX Group additional listing 
fees in connection with capital market transactions, such as the raising of new capital through the sale of 
additional securities. These fees are calculated based on the number of additional securities listed, subject 
to minimum and maximum fees. The level of these fees varies with the level of annual financing activity 
undertaken by TSX Group’s listed issuers. In 2002 and 2001, additional listing fees were approximately 
$39.8 million and $26.2 million, respectively. 


Trading TC Aarleate 
lrading — TSX Markets 


TSX Group’s trading operations for both Toronto Stock Exchange and TSX Venture Exchange are con- 
ducted by TSX Markets. Brokerage firms, acting as principals or agents for retail and institutional investors, 
place orders through TSX Markets to buy or sell listed securities using its fully electronic trading systems. 
In 2002 and 2001, trading and related fees paid by brokerage firms represented 31% and 37%, respectively, 
of TSX Group’s revenue. 


Trading occurs through a continuous electronic 
auction market and also, in the case of Toronto 
Stock Exchange, through periodic call markets 
where orders are matched through TSX Markets’ 


electronic trading system or through “upstairs 
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trading” in which brokerage firms internally 
match orders and report them through the 
Exchanges. All trades are subsequently settled 
through The Canadian Depository for Securities 
Limited (CDS). 


Brokerage firms pay fees to TSX Markets based 


Number of Transactions (Millions) 


Value Traded ($ B) 


on the value, volume and number of trades exe- 
cuted and reported on TSX Group’s exchanges aygh Ueagos, | 2p00 Wiezobin ltr eooe 
up to a fixed cap. TSX Markets offers discounts 


to brokerage firms that achieve certain minimum NUMBER OF TRANSACTIONS 


D VALUE TRADED 
total monthly trading value on Toronto Stock aN 


BB) Toronto Stock Exchange Transactions (Millions) 
MM sx Venture Exchange Transactions (Millions) 
exchange. For trades of securities listed on TSX combined Valucstrade dit 8) 


Exchange to further encourage trading on that 


Venture Exchange, brokerage firms pay TSX 
Markets a percentage fee based on a combination 
of the value and volume of each trade, subject to 


minimum and maximum fee levels. 
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In 1997, Toronto Stock Exchange was the first major exchange in North America (and one of the first 
globally) to move from a traditional floor-based stock exchange to a fully-automated electronic exchange 
where trading takes place entirely through computer systems, thereby increasing the speed of execution, 
accessibility to the exchange and the number of transactions that can be processed. In May 2001, TSX 
Markets’ original electronic trading systems were replaced with a more reliable, flexible and scalable system. 
As currently configured, the system is benchmarked to process up to 650,000 transactions per 6/2 hour 
trading session, which is about 5.9 times TSX Group’s 2002 average of approximately 111,000 transactions 
per day and 2.6 times TSX Group’s March 2000 peak of approximately 250,000 transactions per day. 


The Company believes that the reliability of its fully electronic trading system is among the best in the 
global securities exchange industry. TSX Group operates two data centres in separate locations, allowing 


for back-up recovery in the event that one of the centres experiences a failure. 


The attractiveness and efficiency of trading on TSX Group’s exchanges is evidenced by liquidity. Market 
participants regard liquidity as one of the most important attributes of an exchange. In a liquid market, 
securities can be bought and sold more efficiently, thereby reducing the cost of trading and the risk to the 
investor. TSX Group was ranked one of the world’s premier markets in a major international study by 
Deutsche Bank and Birinyi Associates, Inc. Only stocks in France and those included in the Dow Jones 


Industrial Average had lower trading costs. 


On December 1, 2001 regulatory changes were introduced that permitted the creation of alternative trading 
systems (“ATSs”) as competing marketplaces. Part of TSX Markets’ role is to provide the competitive 
response to ATS marketplaces and other exchanges as well as to continually implement new trading 
features and methodologies in meeting diverse customer requirements for trade execution. In 2002, TSX 
Markets introduced voluntary attribution (allows traders to anonymously execute transactions), the 
POSIT™ Canada call market (large orders may be entered anonymously outside the continuous market) 


and Iceberg orders (large size orders may be entered while disclosing only a small portion of the total order 


size at any time). 


The financial performance of TSX Markets is affected when listed issuers seek additional listings on for- 
eign exchanges. Interlistings generally raise the profile of issuers in the global market, and trading volumes 
for these issuers’ securities often increase across all markets as well as on TSX Group’s exchanges. Whether 
a significant portion of trading of a particular issuer remains in Canada following its interlisting depends 


on a number of factors, including the location of the issuer’s shareholder base and the location of research 


analysts who cover the issuer. 


The share of interlisted trading, based on value traded, increased from 55% in 2001 to 62% in 2002. 
Initiatives in 2003 and beyond are targeted to further increase Toronto Stock Exchange’s share. Currently, 
TSX Markets is developing a market-on-close facility, which will allow market participants to enter orders 


during the trading session that will be executed only after the market closes. This type of facility is expected 
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to reduce the volatility that often occurs at the close of daily trading, providing a more effective method of 
price discovery. TSX Markets has also proposed restructuring the market making system with the goal of aug- 
menting liquidity by increasing the amount of capital committed to TSX Group’s markets. These proposals are 


subject to approval by securities regulators. 


Market Data — TSX Datalinx 

Through TSX Datalinx, TSX Group sells its trading and quotation data (real-time and historical) to market 
participants on a global basis and receives licence fees for the use of its stock indices. Timely and compre- 
hensive information about market activity and listed issuers assist brokerage firms and investors in the 
decision-making process and facilitate efficient markets. In 2002 and 2001, data fees represented 26% and 


24%, respectively, of TSX Group’s revenue. 


REAL-TIME DATA 

Trading activity on TSX Group’s exchanges produces a stream of real-time data reflecting orders and 
executed transactions. This stream of data is packaged by TSX Datalinx into real-time market data 
products and delivered via more than 25 Canadian and global market data vendors that sell feeds and desk- 
top information services to their own clients. These information services allow end users to view the 
real-time market activity of several exchanges and marketplaces, as well as provide supporting reference 
data, corporate actions and news. These services also enable the end user to transfer the data to applications 


that allow further manipulation and analysis. 


Real-time products are delivered to market data vendors over the TSX Datalinx market data distribution 
platform, which was upgraded in 2001. The system offers a flexible and reliable environment over which 
TSX Datalinx distributes a wide range of feeds simultaneously to a large number of clients. Information 
delivered through the platform is not limited to real-time data. A new product, XL1, launched in May 
2002, contains end-of-day index levels and constituents. The product was developed to address market data 


vendors’ desire for more flexible delivery options. 


Market data vendors are charged a fixed monthly access fee for each connection to TSX Datalinx. 
Subscribers generally pay fixed monthly rates, which differ depending on the size of the subscriber and the 
depth of information accessed. Some market data vendors offer individual investors access to real-time 
products and charge them on a per quote fee basis. Sales of real-time data represented over 95% of TSX 


Datalinx revenue in 2002 compared with over 90% in 2001. 
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HISTORICAL MARKET DATA AND CORPORATE INFORMATION 

Historical market data products include market information (such as historical pricing, index constituents 
and weightings) and corporate information (such as dividends and corporate actions). This information is 
generally made available at the end of the trading day and is used in research, analysis and trade clearing. This 
is a competitive market in which a variety of small and large information providers compete. TSX Datalinx 
currently has a relatively basic corporate data product offering but considers this area an opportunity for 
future growth and development. TSX Group believes it is well positioned to compete in this market given its 


access to corporate information through its listings operations. 


Historical data products are generally sold for a fixed amount per product accessed. Fees vary depending 
on the type of end use. Data products to be used for commercial purposes require an enterprise-wide 
licence for internal redistribution. TSX Datalinx produces two data publications for each exchange, a Daily 


Record, distributed electronically, and a Monthly Review, both of which are sold on a subscription basis. 


INDEX PRODUCTS 

TSX Datalinx has long supported indices to facilitate the measurement of equity market performance. The 
first Canadian indices were introduced by Toronto Stock Exchange in 1934 and were subsequently modi- 
fied to reflect a substantial increase in listings. The Toronto 35 was introduced in 1987 and was the basis 


for the world’s first exchange-traded fund, TIPS® (Toronto 35 Index Participation Units). 


TSX Datalinx and Standard & Poor’s, or S&P™, collaborated in 1998 to bring global recognition to the 
Canadian markets through the well-known S&P brand. Several new indices were introduced, including the 
S&P/TSX 60 Index (the large capitalization index for the Canadian equity market) and in 2002, the 
S&P/TSX Composite Index. The S&P/TSX Composite is, and its predecessor the TSE 300 Composite 
Index® was, the most quoted index for the Canadian equity marketplace, appearing with a high degree of 
frequency in business media and thereby strengthening brand awareness of TSX Group. As of May 1, 2002, 
following extensive consultation with marketplace players, there is no longer a requirement for the 
S&P/TSX Composite to have 300 constituents: company size and liquidity are the chief reasons for inclusion. 
As of December 31, 2002 there were 232 companies in the Index. In addition to changes to the Composite 
Index, nine new S&P/TSX Canadian Sector Indices were launched in 2002 to augment the four launched 
in 2000. TSX Datalinx and S&P regularly introduce new indices in response to changes in the equities 


marketplace, including recent introductions related to the public venture market and income trusts. 


TSX Datalinx receives revenues through licence fees paid by organizations who create products, such as 
mutual funds and exchange-traded funds, that are based on the S&P/TSX indices. In general, these licence 


fees are based on a percentage of funds under management in respect of those products. 
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Business Services - TSX Technolog 

Through the development and integration of its internal technology systems, TSX Group has gained exten- 
sive expertise in the area of exchange technology. Since 2001, TSX Group has developed and implemented 
an information technology plan to ensure the ongoing modernization and streamlining of the enterprise 
information technology infrastructure. The execution of the plan has included recruiting a seasoned team of 
exchange technology professionals with extensive industry experience in installing and operating trading and 
related systems at other global exchanges. The plan also included developing an application framework 
to facilitate building high performance, real-time, transactional order, and message processing and data 


distribution systems. 


TSX Group currently has an agreement to provide to Market Regulation Services Inc. (“RS Inc.) tech- 
nology and related services necessary to conduct its review and monitoring of trading. RS Inc. pays TSX 
Group fees for these services, determined on an arm’s length basis in accordance with an agreement which 
also details service levels. TSX Group also has an agreement with CanDeal.ca Inc. (“CanDeal”) to provide 


technological services in support of its electronic trading system for a fee. 


REVIEW OF OPERATIONS - 2002 RESULTS 


Reorganization 
On November 12, 2002, TSX Inc. completed a reorganization under a court-approved plan of arrange- 
ment. As a result of this reorganization, TSX Group became the holding company for TSX Inc. and its 
operating subsidiaries and divisions. The financial information contained in this Management’s Discussion 
and Analysis is the consolidated financial information of TSX Inc. prior to November 12, 2002, and has 
been presented as a continuity of interests of TSX Inc. from and after November 12, 2002. The reorgani- 
zation would not have had a material effect on TSX Group’s financial results if it had been implemented 


at the beginning of the applicable periods. 


Year Ended December 33, 20¢ OID. 

For the year ended December 31, 2002, net income was $53.8 million on total revenue of $215.9 million, 
representing an increase of $23.6 million, or 78%, compared to $30.2 million for the year ended December 
31, 2001. This increase was primarily due to the positive impact of the TSX Venture Exchange and the sig- 
nificant increase in Toronto Stock Exchange listing revenues as well as a write-down of $7.4 million in the 
future tax asset that occurred in the second quarter of 2001. In addition, 2002 includes revenue of 
$5.2 million related to under-reporting of usage of real-time quotes by a market data subscriber, from pre- 


vious periods. Results of TSX Venture Exchange were consolidated since the acquisition on August 1, 2001. 


Revenue 

Revenue of $215.9 million in the year ended December 31, 2002 increased by $35.9 million, or 20%, from 
$180.0 million in the year ended December 31, 2001. This increase was primarily due to the consolidation 
of TSX Venture Exchange’s results for the year ended December 31, 2002, the significant increase in 
Toronto Stock Exchange listing revenue and $5.2 million in additional revenue related to under-reporting 


of usage of real-time quotes by a market data subscriber from previous periods. 
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LISTING FEES — Listing fees of $80.5 million in the year ended December 31, 2002 increased by $26.3 million, 
or 49%, from $54.2 million in the year ended December 31, 2001. Of this increase, $10.9 million was 
attributable to revenues from TSX Venture Exchange, which were $15.7 million for the year ended December 


31, 2002, compared to $4.8 million for the post-acquisition five months ended December 31, 2001. 


The remaining $15.4 million increase, related to Toronto Stock Exchange, resulted from the combination 
of listing fee increases implemented in February 2002, in conjunction with new services and enhance- 
ments, increased additional financings, as well as from the listing of new income trusts and structured 
products. In the year ended December 31, 2002, the number of IPOs increased by 19 to 75 and the total 


value of financings increased by 23% to $25.8 billion, compared to the year ended December 31, 2001. 


TRADING AND RELATED FEES — Trading and related fees of $67.7 million in the year ended December 31, 2002 
increased by $1.8 million, or 3%, from $65.9 million in the year ended December 31, 2001. Toronto Stock 
Exchange trading and related fees of $62.2 million in the year ended December 31, 2002 declined by 
$1.0 million, or 2%, from $63.2 million in the year ended December 31, 2001. Total value of securities traded 
on Toronto Stock Exchange in the year ended December 31, 2002 was $637.7 billion, 10% below that of 
the year ended December 31, 2001, while the volume of shares traded of 46.4 billion increased by 25% and 
the number of transactions of 26.5 million increased by 1% over the same period. The addition of 
$5.5 million in TSX Venture Exchange trading fee revenue for the year ended December 31, 2002 as 
compared to $2.7 million for the post-acquisition five months ended December 31, 2001 resulted in an 
incremental $2.8 million in revenue, more than offsetting the decrease in trading and related fees from 


Toronto Stock Exchange. 


MARKET DATA FEES — Market data fees of $55.5 million in the year ended December 31, 2002 increased by 
$12.1 million, or 28%, from $43.4 million in the year ended December 31, 2001. TSX Venture Exchange 
market data contributed $7.3 million to the increase as 2002 revenue was $13.1 million compared to 
$5.8 million in the post-acquisition five months ended December 31, 2001.Toronto Stock Exchange mar- 
ket data revenue of $37.1 million in the year ended December 31, 2002 declined $0.6 million, or 2%, from 
$37.7 million in the year ended December 31, 2001, reflecting a lower number of terminal subscriptions 
in both the United States and Canada, which was driven by staff reductions in brokerage firms and partly 


offset by an increase in the pricing of real-time data implemented in August 2002. 


In addition to the changes above, in the third quarter of 2002, it was determined that a market data 
subscriber had under-reported its usage of real-time quotes over the period from July 2000 to June 2002 
resulting in additional market data revenue of $5.2 million. This recovery relates strictly to historical 
activity and is not indicative of future market data revenues from this subscriber as the subscriber has the 


opportunity to alter the manner in which it receives this data from TSX Group to reduce its future costs. 
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MARKET REGULATION FEES — Market regulation fees of $2.3 million in the year ended December 31, 2002 
decreased by $11.8 million, or 84%, from $14.1 million in the year ended December 31, 2001.TSX Group 
no longer directly performs this function, and RS Inc. was retained on March 1, 2002 to provide it on TSX 


Group’s behalf; therefore, there was no further revenue from this source for the balance of 2002. 


BUSINESS SERVICES — The $8.0 million in business services revenue in the year ended December 31, 2002 
represents revenue earned for the technology support services provided to RS Inc. and CanDeal by TSX 


Group beginning in the first and fourth quarters, respectively, of 2002. 


OTHER — Other revenue of $2.0 million in the year ended December 31, 2002 decreased by $0.4 million, or 


17%, from $2.4 million in the year ended December 31, 2001 due to lower sponsorship revenue. 


Expenses 

Expenses of $139.4 million in the year ended December 31, 2002 increased by $12.3 million, or 10%, from 
$127.1 million in the year ended December 31, 2001. This increase was primarily due to the inclusion of 
the operations of TSX Venture Exchange for the full year ended December 31, 2002 as compared to five 


months post acquisition from August 1, 2001. 


COMPENSATION AND BENEFITS — Compensation and benefits of $65.3 million in the year ended December 31, 
2002 increased $0.8 million, or 1%, from $64.5 million in the year ended December 31, 2001. The average 
number of employees throughout 2002 was approximately equal to the average in 2001, and the total number 


of employees was 535 at December 31, 2002. 


INFORMATION AND TRADING SYSTEMS — Information and trading systems costs of $20.3 million in the year ended 
December 31, 2002 decreased by $0.9 million, or 4%, from $21.2 million in the year ended December 31, 
2001.The decrease was primarily due to savings resulting from integration of TSX Venture Exchange and 
Toronto Stock Exchange trading systems, as well as from additional operational efficiencies which 


continue to be realized. 


GENERAL AND ADMINISTRATION — General and administration costs of $39.3 million in the year ended December 
31, 2002 increased by $9.0 million, or 30%, from $30.3 million in the year ended December 31, 2001 due to 
the addition of an office in Montreal, the assumption of TSX Venture Exchange premises in Vancouver, Calgary 
and Winnipeg, a $2.6 million lease provision due to the contraction of office space in Toronto and Vancouver 
and expenses incurred in connection with converting to the new TSX brand. In addition, in the first quarter 
of 2002, TSX Group retained RS Inc. to provide certain services to Toronto Stock Exchange and TSX Venture 


Exchange, whereas previously these services had been performed directly by TSX Group employees. 
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AMORTIZATION — Amortization of $14.4 million for the year ended December 31, 2002 increased by $3.3 mil- 
lion, compared to $11.1 million for the year ended December 31, 2001, primarily due to $3.0 million of 
amortization of the intangible assets acquired as part of the TSX Venture Exchange acquisition. In addi- 
tion, there was a $1.5 million write-down of leasehold improvements relating to the contraction of office 
space in Toronto and renovation of Stock Market Place, which was largely offset by the impact of a lower 


overall capital asset base at the end of 2002. 


LOSS FROM INVESTMENT IN AFFILIATE 
Loss from investment in affiliate of $0.6 million represents TSX Group’s approximate 40% share of 
CanDeal’s loss from July 8, 2002 until December 31, 2002. 


INVESTMENT INCOME 
Investment income of $13.9 million in the year ended December 31, 2002, increased by $1.5 million, or 
12%, from $12.4 million in the year ended December 31, 2001 primarily due to a $1.2 million capital gain 


realized in the second quarter as a result of the transition of the portfolio from bonds to pooled funds. 


INCOME TAXES 

Income taxes were $36.0 million in the year ended December 31, 2002, compared to $35.1 million in the year 
ended December 31, 2001. The effective tax rate declined from approximately 54% in 2001 to approximately 
40% in 2002 primarily due to a $7.4 million decrease in the future tax asset in 2001, which resulted from a 


decline in future tax rates in Ontario. 
FINANCIAL CONDITION 


Total cash and marketable securities were $235.0 million at December 31, 2002. A special dividend of 
$20.0 million was declared on March 26, 2002 and was paid on April 30, 2002, and $15.0 million, excluding 


closing costs, was paid on July 8, 2002 for an approximate 40% interest in CanDeal. 


The payment of dividends to TSX Group by its subsidiaries is regulated under corporate and securities 
laws. In particular, the recognition order of TSX Group Inc. and TSX Inc. provides that, if certain financial 


viability tests are not met for a period of more than three consecutive months, dividends cannot be paid 


by TSX Inc. until six months after rectification. 


TSX Group has committed to guarantee indebtedness of RS Inc. to outside lenders in an amount not to 


exceed $3.3 million. As of December 31, 2002, RS Inc. had no debt outstanding. 
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Cash Fiow from Operations 

Cash flow from operations was $81.2 million for the year ended December 31, 2002. The primary contribu- 
tors to cash flow in this period were $68.2 million in net income excluding amortization. Accounts receivable 
and prepaid expenses at December 31, 2002 decreased by $6.3 million from December 31, 2001. In the 
fourth quarter of 2001,TSX Group paid certain costs on behalf of Participating Organizations relating to 
telecommunication services, which were subsequently reimbursed. These costs were not paid by TSX Group 
in the fourth quarter of 2002; therefore, there was no receivable relating to recovering these costs. Accounts 
payable and accrued liabilities at December 31, 2002 declined by $5.0 million from December 31, 2001 
as severance liabilities related to the acquisition of TSX Venture Exchange and employee incentives were 
paid. The increase in accounts receivable and decrease in accounts payable was partly offset by a 


$11.4 million increase in the income tax payable liability. 


Business Acc 


In accordance with its strategy of seeking growth opportunities through diversification into related mar- 
kets in which it has competitive advantages and can capitalize on its core strengths, TSX Group made the 


following investments: 


On August 1, 2001, TSX Group acquired TSX Venture Exchange thereby becoming the sole operator of 
the senior and junior equity stock exchanges in Canada. The purchase price was $50.0 million in cash plus 
closing costs of $1.8 million, and TSX Venture Exchange incurred a one-time restructuring charge of $15.2 
million relating to employee terminations, the disposition of assets and recognition of lease commitments. 
In connection with the acquisition, TSX Group recorded $32.9 million in goodwill and intangible assets. 
The $26.9 million intangible asset represents the purchase value of the listed issuer base and is amortized 


at 7.3% per year on a declining balance basis. 


On July 8, 2002, TSX Group paid $15.0 million, excluding closing costs, to acquire an approximate 40% 
equity interest in CanDeal, which owns an electronic trading system for the institutional debt market. As 
part of the investment, TSX Group and CanDeal entered into an agreement under which TSX Group 
provides technological services in support of CanDeal’s electronic trading system for a fee. The other 
shareholders of CanDeal include its founders, Canada’s six largest investment dealers who represent the 
majority of the institutional debt trading market in Canada, and two technology partners. CanDeal ofters 
an institutional dealer-to-client electronic trading system which is intended to provide benefits such as 
administration and trading cost savings, timely trade execution and transparency. CanDeal completed its 


first transaction on September 10, 2002. 


Capital and Other Asset Expenditure 
TSX Group’s capital expenditures are related to certain technology components that are not leased, lease- 
hold improvements and furniture and fixtures. Capital expenditures net of disposals for the year ended 


December 31, 2002 were $7.9 million, compared to $7.8 million in 2001. 
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As a result of TSX Group’s initial public offering, share capital increased by $373.2 million, representing 
net proceeds from the sale of 21.8 million shares. Net proceeds were used by TSX Group’s subsidiary to 
purchase shares from selling shareholders. This resulted in a reduction in share capital of $5.2 million which 
was the original capital of selling shareholders, and a reduction in retained earnings of $368.0 million. This 
latter reduction resulted in a deficit at December 31, 2002 compared with retained earnings of $294.2 million 
at December 31, 2001. 


STRATEGY AND OUTLOOK 
TSX Group believes its principal strengths are its: 


* pre-eminent position in the domestic market, operating the national equity exchanges in Canada; 
- leadership and demonstrated expertise in introducing technological and product innovations in the 
exchange industry globally; and 


* international reputation for operating exchanges independently and with integrity. 


The Company’s corporate objective is to achieve profitable growth and to maximize shareholder returns 
by capitalizing on these strengths and pursuing the principal strategies described below, organically and 


through new acquisitions, strategic alliances and investments. 


To maintain its pre-eminent position in the Canadian equity capital market, TSX Group intends to further 
expand its product and service offerings with a focus on the customer, addressing the changing needs of 


issuers, intermediaries and investors. 


* TSX Group plans to augment liquidity in its markets by developing and offering new customized trading 
products and services that meet the distinct needs of all segments of investors and intermediaries. TSX Group 
will be introducing initiatives such as market-on-close, specialty priced crosses and a revamp of the market 
making system as part of its ongoing efforts to bring more liquidity and efficiency to the marketplace. 

* TSX Group will increasingly foster new listings on both of its exchanges. By acquiring TSX Venture 
Exchange, TSX Group improved its ability to actively facilitate the graduation of issuers from TSX 
Venture Exchange to Toronto Stock Exchange, which is an important source of new listings for the senior 
exchange. In addition, Toronto Stock Exchange will encourage the listing of high quality issuers and 
innovative securities through further enhancements to its listing standards. Recent enhancements include 
customized standards for knowledge-based and exploration businesses, as well as for exchange-traded 
funds and income trusts. TSX Venture Exchange will increasingly foster new listings through tailored 


initiatives, such as its CPC program and proposed microcap market, and assist existing issuers through 
mentoring programs. 


TSX Group Inc. Annual Report 2002 


* TSX Group intends to more effectively exploit the value of its market data services by using its technology 


platform to create and distribute data products which are customized to meet customers’ specific needs. 


Geographic Expansion 


TSX Group will seek to expand geographically. 


*TSX Group is exploring further initiatives designed to capture an increasing proportion of trading in 
securities of TSX Group’s listed issuers that are interlisted on other markets, particularly those in the 
United States. TSX Group also intends to facilitate foreign access to its exchanges to encourage increased 
trading of issuers listed only on TSX Group’s exchanges. TSX Group supports initiatives that would allow 
trading on international markets while complying only with internationally recognized local standards, 
eliminating the need to list in every market in which companies choose to raise capital. TSX Group will 
pursue strategic alliances with other international exchanges to make it easier for Canadians to trade secu- 
rities of issuers listed solely on a foreign exchange. As well, TSX Group will pursue acquisitions of, or 
investments in, marketplaces outside Canada to diversify its activities beyond Canadian securities. 

* TSX Group will also seek to attract additional listings of global mining and other natural resource 
companies by capitalizing on its international reputation of having a leading marketplace for those 
companies. Today, over 50% of the world’s publicly traded mining companies are listed on TSX 
Group’s exchanges. 

- TSX Venture Exchange will pursue growth in Central and Eastern Canada, where public venture capital 


markets are less developed than in Western Canada. 


Diversification into New Bus 
TSX Group will also seek growth opportunities through diversification into related markets in which it 


has competitive advantages and can capitalize on its strengths. 


- TSX Group plans to apply its expertise in developing and operating independent electronic marketplaces 
in a regulated environment that reach beyond its current equity securities business into other types of 
securities and other marketplaces. For example, TSX Group acquired an approximate 40% interest in 
CanDeal, which owns an electronic trading system for the institutional debt market in Canada, and TSX 
Group will provide technological services in support of the CanDeal trading system fora diee. 

- TSX Group plans to use corporate data collected through its relationships with listed issuers to create and 
distribute new corporate data products in standardized formats that will improve the data flow from 
source to end users. 

- TSX Group intends to offer outsourcing and technology services to other marketplaces and their participants, 
including, for example, the CanDeal debt market. It will offer these services by drawing on TSX Group’s 


existing infrastructure and resources and, in particular, its staff’s expertise in market-related technology. 
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RISKS AND UNCERTAINTIES 


This annual report includes forward-looking statements, which are not historical facts but are based on certain 
assumptions and reflect TSX Group’s current expectations. These forward-looking statements are subject 
to a number of risks and uncertainties that could cause actual results or events to differ materially from 
current expectations. Some of the factors that could cause actual results to differ materially from current 
expectations are those set out below. Additional factors are discussed in TSX Group’s materials, including 
its Annual Information Form, filed with the securities regulatory authorities in Canada from time to time. 
TSX Group disclaims any intention or obligation to update or revise any forward-looking statements, 
whether as a result of new information, future events or otherwise. Given these risks and uncertainties, 


investors should not place undue reliance on forward-looking statements as a prediction of actual results. 


TSX Group depends on market activity that is outside of its control. TSX Group’s revenues are highly 
dependent upon the level of activity on TSX Group’s exchanges, including the number of transactions, 
volume and value of securities traded, the number and market capitalization of listed issuers, the number 
of new listings, the number of active traders and brokerage firms in the market, the number of subscribers 


to market data and similar variables. 


TSX Group faces competition from other securities exchanges as well as from ATSs, or electronic commu- 
nication networks (ECNs). This competition may intensify in the near future, especially as technological 


advances create pressure to develop more efficient and less costly trading in global and/or regional markets. 


TSX Group may enter new business activities that could have an adverse effect on TSX Group’s existing 
profitability. For example, alliances with other exchanges could adversely affect trading activity on TSX 
Group’s exchanges. While TSX Group would expect to realize new revenue from these new activities, there 
is a risk that any such new revenue would not be greater than costs associated with the new activities or 


any related decline in existing revenue sources. 


During 2002, approximately 67% of TSX Group’s trading revenues on Toronto Stock Exchange and 
approximately 69% of TSX Group’s trading revenues on TSX Venture Exchange were accounted for by the 
top 10 firms on each exchange. A significant reduction in the patronage or the loss of any one of these 
brokerage firms or data vendors or consolidation among brokerage firms could have a material adverse 


effect on TSX Group’s business, financial condition or operating results. 


If TSX Group’s exchanges determine that an inadequate number of brokerage firms are able to access the 


markets for any reason and there is not a fair market, the markets will be shut down. 


TSX Group’s systems and operations are vulnerable to damage or interruption from human error, natural 
disasters, power loss, sabotage or terrorism, computer viruses, intentional acts of vandalism and similar events. 


TSX Group has active programs in place to identify and minimize its exposure to these vulnerabilities. 
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TSX Group depends on a number of suppliers, such as CDS, RS Inc., data processors, software and hard- 
ware suppliers, telecommunication businesses and suppliers of electricity for elements of its trading, data 
and other systems, as well as communications and networking equipment, computer hardware and software 


related support and maintenance. 


Tarhnalnoy 
fFECNNHOMORY 


TSX Group is extremely dependent on its information technology systems, including data and communi- 
cations systems (“IT Operations”). TSX Group’s trading is conducted exclusively on an electronic basis. 
While TSX Group has developed and planned various measures, disaster recovery and contingency plans and 
back-up procedures to manage, mitigate and minimize the risk of an interruption or failure to its IT 
Operations and to ensure their integrity, there is always the risk that those measures, plans and procedures 


are not adequate and therefore the risk of a system failure or interruption cannot be eliminated. 


Regulatory Environment 

The Company and its exchanges are subject to the oversight of certain of the provincial securities regula- 
tors and their future operations may be subject to regulation in other jurisdictions. Securities regulation 
may impose barriers or constraints limiting TSX Group's ability to build an efficient, competitive organi- 
zation and also may limit TSX Group’s strategies for expanding foreign and global access and utilization. 
In addition, securities regulators impose financial and corporate governance restrictions on TSX Group. 
TSX Group’s exchanges’ listing standards, trading rules and features, and operations of its systems, 
or changes to them, are subject to oversight or approval of certain of the provincial securities regulators 
and compliance with mandated procedures, which may entail additional costs to TSX Group and impact 


timing of implementation. 
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Management Statement 


Management is responsible for the preparation, integrity and fair presentation of the financial statements, 
management's discussion and analysis, and other information in this annual report. The financial statements 
were prepared in accordance with Canadian generally accepted accounting principles and, in the opinion 
of management, fairly reflect the financial position, results of operations and changes in the financial position 
of TSX Group Inc. 


Acting through the Finance and Audit Committee, the Board of Directors oversees management's responsibility 
for financial reporting and internal control systems. The Finance and Audit Committee is responsible for 
reviewing the financial statements and management’s discussion and analysis and recommending them to the 
Board of Directors for approval. To discharge its duties the Committee meets with management and external 
auditors to discuss audit plans, internal controls over accounting and financial reporting processes, auditing 


matters and financial reporting issues. 


As the external auditors appointed by the shareholders, KPMG LLP are responsible for reporting to 
shareholders on the fairness of TSX Group Inc.’s presentation of the annual financial statements. The external 
auditors have full and free access to, and meet periodically with, management and the Finance and Audit 
Committee to discuss the audit. 


po Mf, 


Barbara Stymiest Michael Ptasznik 
Chief Executive Officer Chief Financial Officer 
January 24, 2003 January 24, 2003 


Auditors’ Report to the Shareholders 


We have audited the consolidated balance sheets of TSX Group Inc. as at December 31, 2002 and 2001 
and the consolidated statements of income, changes in shareholders’ equity and cash flows for the years then 
ended. These financial statements are the responsibility of the Company’s management. Our responsibility 
1s to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 2002 and 2001 and the results of its operations and its cash 
flows for the years then ended in accordance with Canadian generally accepted accounting principles. 


Khang 4 
Chartered Accountants 
Toronto, Canada 


January 24, 2003 
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Consolidated Balance Sheets 


All amounts expressed in Canadian dollars 


December 31, 2002 and 2001 (in thousands of dollars) 


ASSETS 
Current assets: 
Cash 
Investments and marketable securities (note 4) 
Accounts receivable 
Prepaid expenses 


Future tax asset (note 16) 


Premises and equipment (note 5) 
Future tax asset (note 16) 

Other assets (note 6) 

Investment in affiliate (note 8) 
Intangible asset (notes 3 and 9) 
Goodwill (notes 3 and 9) 


LIABILITIES AND SHAREHOLDERS’ EQUIT' 
Current liabilities: 
Accounts payable and accrued liabilities 
Deferred revenue 
Current portion of obligation under capital lease (note 10) 


Income taxes payable 


Accrued benefit liability (note 7) 
Obligation under capital lease (note 10) 
Deferred sponsorships 


Shareholders’ equity: 
Share capital (note 11) 


Retained earnings (deficit) (note 11) 


Commitments and contingent liability (notes 10, 17 and 19) 


2002 


$ 8,316 
226,698 


5,079 


46,505 


5,848 
1,565 
365 


372,004 
(40,050) 


$ 386,237 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


bbe 


Wayne Fox 
Chair Vice Chair 


Hk, 


J. Spencer Lanthier 


2001 


$ 9,610 
191,526 


234,255 


38,070 
41,154 
5,704 


26,900 


$ 352,046 


$ 39,346 
181 


7,980 
294,235 
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Consolidated Statements of Income 


Years ended December 31, 2002 and 2001 


(in thousands of dollars, except per share amounts) 2002 
Revenue: 
Listing fees $ 80,504 
Trading and related fees 67,650 
Market data fees Baye hay// 
Market regulation fees (note 17) PL Oey) 
Business services 7962, 
Other S*5- ahsihe 2 At ae |... 1,975 
215,885 
Expenses: 

Compensation and benefits 65,295 
Information and trading systems PAUL VAT 
General and administration 39559) 
Anceaion Ti 14,420 
o> 139,381 

Income from operations 76,504 
Loss from investment 1n affiliate (602) 
Investment income TS5897 
Income before income taxes 395799 
Income taxes (note 16) 36,037 
Net income § ar 53,762 
Earnings per share (33,750,091 shares outstanding) (note 15) $ 1552 


See accompanying notes to consolidated financial statements. 


TS% Group Inc. Annual Report 2002 


2001 


$ 54,185 
65,882 
43,447 
14,078 


179,952 


64,472 
245233 


$30,153 


$0.89 


Consolidated Statements of Changes 
in Shareholders’ Equity 


Years ended December 31, 2002 and 2001 (in thousands of dollars) 2002 2001 


Common shares (note 11): 


Balance, beginning of year $ 7,980 | $ 7,980 
Transfer to choice shares (5,160) | i 
Issued in initial public offering 375,207 - 
Issue costs (5,986) ~ 
Establishment of future tax asset relating to issue costs 1,963 = 
eee Wes ae fee aa 


Choice shares: 


Transfer from common shares 5.16087 | _ 
Issue costs allocated to choice shares (2,400) = 
Purchase of choice shares (2,760) = 


Retained earnings (deficit): 


Balance, beginning of year 294.235 285,841 
Net income 35,7028) | 30,153 
Dividends on common shares (20,000) | (213759) 
Premium on purchase of choice shares (368,047) ee 
Balance, end of year 40.050) an 294,235 
Shareholders’ equity, end of year $ 331,954 $302 5215 


See accompanying notes to consolidated financial statements. 
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Consolidated Statements of Cash Flows 


Years ended December 31, 2002 and 2001 (in thousands of dollars) 


Cash flows from (used in) operating activities: 


2002 


Net income $ 53,762 
Adjustments to determine net cash flows: 
Amortization 14,420 
Loss from investment in affiliate 602 
Decrease in accounts receivable and prepaid expenses 6,258 
Decrease (increase) in other assets (175) 
Decrease in accounts payable and accrued liabilities (4,958) 
Decrease in deferred revenue (16) 
Loss on disposal of equipment — 
Increase in income taxes payable 11,445 
Decrease in deferredsponsoghips 5) (145) 
81,193 
Cash flows from (used in) financing activities: 
Reduction in obligation under capital lease (218) 
Net proceeds from initial public offering of common shares Soll 
Costs associated with initial public offering (4,023) 
Purchase of choice shares (370,807) 
Issue costs allocated to choice shares (2,400) 
Common share dividends (20,000) 
Cash flows from (used in) investing activities: 
Additions to premises and equipment (8,277) 
Proceeds on disposal of equipment 29 
Investment in affiliate (15,126) 
Acquisition of TSX Venture Exchange Inc. (formerly CDNX) = 
Decrease (increase) in marketable securities (35,172) 
vn 58:246) 
Increase (decrease) in cash (1,294) 
Cash, beginning of year 9,610 
Cash, end of year § le a 8 ie 
Supplemental cash flow information: 
Interest paid $ 275 
Interest received 9,325 
Income taxes paid 231202 


See accompanying notes to consolidated financial statements. 
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$ 30,153 


11,119 
3,694 
813 

(12,726) 

(2,349) 


38,220 


(189) 


(21,759) 


(21,948) 


(7,825) 


(48,568) 


Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (in thousands of dollars) 


As a result of legislation passed by the Ontario Legislature on December 14, 1999, The Toronto Stock Exchange (“The 
TSE”) continued from a not-for-profit corporation to a for-profit taxable business corporation effective April 3, 2000 under 
the name The Toronto Stock Exchange Inc./Bourse de Toronto Inc. (“TSE Inc.’). 


On July 9, 2002, the shareholders of TSE Inc. adopted a special resolution authorizing a change of the name of TSE Inc. 
to “TSX Inc.” and articles of amendment were filed on July 10, 2002 to effect the change of name. On November 12, 2002, 
TSX Inc. completed a corporate reorganization under a court-approved plan of arrangement. As part of the reorganization, 
TSX Group Inc. (the “Company”) incorporated under the Business Corporations Act (Ontario), acquired all the outstand- 
ing shares of TSX Inc. and became the holding company for the TSX group of companies which includes TSX Inc. The 
shareholders of TSX Inc. became shareholders of the Company. 


These consolidated financial statements have been presented as a continuity of interests of TSX Inc. Comparative balances 
and disclosures presented are the balances and disclosures of TSX Inc. 


1. Significant accounting policies: 
(a) Basis of presentation: 


The consolidated financial statements include the accounts of the Company’s wholly owned subsidiary, TSX Inc. and TSX 
Inc’s wholly owned subsidiary, TSX Venture Exchange Inc. (formerly “Canadian Venture Exchange Inc.” or “CDNX”). 
Significant intercompany balances and transactions have been eliminated upon consolidation. 


(b) Investments: 
The investment portfolio includes pooled fund investments and debt securities. 


Pooled funds are managed by an external investment fund manager and are carried at market value. Market values for secu- 
rities held by the pooled funds are determined by reference to quoted market prices. To the extent that the value of the 
underlying assets in the pooled funds change, the value of the units will change. There is no contractual maturity date for 
the investment in pooled funds. 


Debt securities are investments where the Company’s intention is to hold these securities to maturity or until market 
conditions rendered alternative investments more attractive. These debt securities are carried at amortized cost and the 
amortization of premiums and discounts is included in income from investments over the period to maturity. 


The Company’s investment in an affiliate, which is subject to significant influence, 1s accounted for using the equity method 


of accounting. 
(c) Amortization: 


Amortization is provided over the following useful lives of the assets: 


Asset Basis Rate 
Premises under capital lease Straight line 25 years 
Computers and electronic trading equipment Straight line 3—5 years 
Furniture, fixtures and other equipment Straight line 5 years 
Leasehold improvements Straight line Over terms of various leases 


to a maximum of 22 years 


Intangible asset comprising listed issuer base Declining balance 7.3% 
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(d) Revenue recognition: 


Revenue from fees for goods and services is recognized when the services are provided or the goods are sold. Investment 
income on pooled funds is recognized in the period it is earned or when there is a change in the market value. Realized and 


unrealized gains or losses on investments are recorded in the period in which they occur. 
Trading and related fees are recorded and recognized as revenue in the month in which the trades are executed. 


Listing fees represent revenue derived primarily from recurring annual sustaining fees and transaction-based fees for new and 
additional listings. Sustaining fees are billed during the first quarter of the year and the amount is recorded as deferred 
revenue and amortized over the year on a straight-line basis. New and additional listing fees are recognized as revenue in the 


period when the listing transaction occurs. 


Real-time market data revenue is recognized based on usage as reported by customers and vendors. The Company conducts 
periodic audits of the information provided. Other Market Data fees, Business Services and Market Regulation fees are 
recorded and recognized as revenue in the month in which the services are provided. 


The Company receives sponsorships in cash and in kind, the latter being generally in the form of goods and services. 
Sponsorships restricted for the purchase of capital assets are deferred and amortized into revenue on a straight-line basis 
at a rate corresponding with the amortization rate for the related capital assets. Restricted sponsorships are recognized as 
revenue in the period in which the related expenses are recognized. Unrestricted sponsorships are recognized as revenue when 
received. Sponsorship revenue is valued at fair market value at the time the goods or services are committed. 


Development expenditures: 
Development expenditures, including application software, are expensed as they are incurred. 


Income taxes: 


Future income taxes are provided in recognition of temporary differences between the carrying amount of assets and liabilities 
and their respective tax bases, operating losses and tax credit carryforwards made for financial reporting and income tax purposes. 
Future tax assets and liabilities are measured using substantively enacted tax rates expected to apply to taxable income in the 
periods in which those temporary differences are expected to be removed or settled. The effect on future tax assets and liabilities 
of a change in tax rates is recognized in income in the period in which the substantive enactment occurs. 


Employee future benefits: 


TSX Inc. and TSX Venture Exchange Inc. have registered pension plans with a defined benefits tier and a defined contributions 
tier covering substantially all of its employees, as well as a retirement compensation arrangement (“RCA”) for senior 
management. Benefits are based on years of service and the employee’s compensation. The costs of these programs are being 
funded currently. In addition, the Company provides other employee future benefits, such as supplementary medical and 


dental coverage, to defined eligible employees (“Other benefit plans”). The cost of the other benefit plans is not being funded; 
however, a provision for this has been made in the accounts. 


The Company accrues its obligations under employee defined benefit plans as the employees render the services necessary to 
earn pension and other employee future benefits (note 7). 


The Company has adopted the following policies for its benefit plans: 


(i) The cost of pensions and other retirement benefits earned by employees is actuarially determined using the 


projected benefit method prorated on service and management's best estimate of salary escalation, retirement ages 
and expected health care cost. 
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(k) 


(u) For the purpose of calculating expected return on plan assets, those assets are valued at fair value. 


(ii1) Past service costs from plan amendments are amortized on a straight-line basis over the average remaining service 
period of employees active at the time of the amendment. 


(iv) The excess of the net actuarial gain (loss) over 10% of the greater of the benefit obligation and the fair value of plan 
assets 1s amortized over the average remaining service period of active employees. 


Intangible asset: 


An intangible asset representing the value of the listed issuer base resulted from the acquisition of a subsidiary and is amor- 
tized at 7.3% per year on a declining balance. An impairment review is performed annually. When the carrying amount of 
the reporting unit’s intangible asset exceeds the implied fair value of the intangible asset, an impairment loss is recognized as 
an amount equal to the excess and is identified separately on the income statement. 


Goodwill: 


Goodwill is the residual amount that results when the purchase price of an acquired business exceeds the sum of the amounts 
allocated to the assets acquired, less liabilities assumed, based on their fair values. Goodwill is allocated as of the date of the busi- 
ness combination to the Company’s reporting units that are expected to benefit from the synergies of the business combination. 


Goodwill is not amortized and is tested for impairment annually, or more frequently if events or changes in circumstances 
indicate that the asset might be impaired. The impairment test is carried out in two steps. In the first step, the carrying amount 
of the reporting unit is compared with its fair value. When the fair value of a reporting unit exceeds its carrying amount, 
goodwill of the reporting unit is considered not to be impaired and the second step of the impairment test is unnecessary. 
The second step is carried out when the carrying amount of a reporting unit exceeds its fair value, in which case the implied 
fair value of the reporting unit’s goodwill is compared with its carrying amount to measure the amount of the impairment 
loss, if any. The implied fair value of goodwill is determined in the same manner as the value of goodwill is determined in a 
business combination described in the preceding paragraph, using the fair value of the reporting unit as if it was the purchase 
price. When the carrying amount of the reporting unit goodwill exceeds the implied fair value of the goodwill, an impair- 
ment loss is recognized in an amount equal to the excess and is presented as a separate line item in the statement of income 


before extraordinary items and discontinued operations. 
Use of estimates: 


The preparation of financial statements in conformity with generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the year. Actual 
results could differ from those estimates. 

Earnings per share: 

Basic earnings per share are computed by dividing net income by the weighted average number of shares outstanding 
during the reporting period. 


Related party transactions: 


Any transactions entered into between the Company and related parties are on terms and conditions that are at least as 
favourable to the Company as market terms and conditions and are recorded at the agreed upon exchange amount. 
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2. Adoption of new CICA Handbook standards: 


In August 2001, the Accounting Standards Board of the CICA issued Handbook Section 1581, Business Combinations, and 
Section 3062, Goodwill and Other Intangible Assets. Under Section 1581, the purchase method should be used to account for all 
business combinations initiated on or after July 1, 2001. Under Section 1581, intangible assets acquired in a business combination 
should be identified and recognized apart from goodwill when they arise from either contractual or other legal rights or they can 
be separated from the acquired enterprise and sold, transferred, licensed, rented or exchanged, either individually or with a group 


of related assets or liabilities. 


For business combinations consummated on or after July 1, 2001 accounted for by the purchase method, goodwill and intangible 
assets with indefinite lives are not amortized, and intangible assets with a finite life are amortized over their useful life. 


The provisions of Section 1581 have been applied to the acquisition of TSX Venture Exchange Inc., as described in note 3. 


3. Purchase of TSX Venture Exchange Inc.: 


On August 1, 2001, the Company acquired 100% of the outstanding common shares of TSX Venture Exchange Inc. The results of 
TSX Venture Exchange Inc’s operations have been included in the consolidated financial statements since that date. TSX Venture 
Exchange Inc. is Canada’s public venture capital marketplace providing companies and entrepreneurs with access to capital. 


The purchase price was $50,000 in cash plus closing costs of $1,794. The final allocation of the purchase price, including the 
valuation of goodwill and intangible asset, was completed during the first quarter of 2002. The following table summarizes the 
estimated fair value of assets acquired and liabilities assumed at the date of acquisition: 


As at August 1, 2001: 


Cash $ 3,226 
Current assets 24,811 
Premises and equipment 10,178 
Future income taxes 4,952 
Other assets 585 
Intangible asset 26,900 
Goodwill 5,963 
76,615 

Current liabilities 9,652 
Restructuring charges 15,169 
24,821 

Purchase price $ «51.794 
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4. Investments and marketable securities: 


(a) The carrying and fair values of the investment portfolio are as follows: 


=i 


2002 2001 
Carrying Fair Carrying Fair 
value value value value 
Money market fund $ 111,465 Se 465 $6503 $i O0:503 
Short-term bond and mortgage fund 115,233 115,233 ~ = 
LORTES SUES. 0 i a a es _ _ 155,023 159101 
$ 226,698 $ 226,698 Dn OIES 26 $ 195,624 


The fair value of debt securities is based upon published market prices at the year-end date. The fair value of pooled funds is 


based upon values provided by the investment manager. 


An analysis of the carrying value of debt securities, by remaining term to maturity, is as follows: 


Within 1 1to5 Over 5 Total carrying 
year years years value 
Securities issued or guaranteed by corporations: 
December 31, 2002 $ nil $ nil $ nil $ nil 
December 31, 2001 / 153235 72,803 66,985 1552025 
(c) An analysis of the average effective yields of the debt securities is as follows: 
Within 1 1to5 Over 5 Total debt 
year years years securities 
Debt securities — average effective yield: 
December 31, 2002 nil nil nil nil 
December 31, 2001 6.3% 6.9% 6.5% 6.8% - 


Average effective yields are based on book values, adjusted for amortization of premiums and discounts. 
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Premises and equipment: 


Accumulated Net book 

2002 Cost amortization value 
Premises under capital lease So gh2. S17 $ 8,851 $ 3,466 
Computers and electronic trading equipment 37,404 23,669 1h a 
Furniture, fixtures and other equipment 14,868 Aly? 2156 
Leasehold improvements LESS Rte ate 16,040 1 oe 14,208 
S95, 7a7 $7 n625172 $33,565 

Accumulated Net book 

2001 Cost amortization value 
Premises under capital lease | EE al $ 8,195 $ 4,122 
Computers and electronic trading equipment 109,908 92,857 17,051 
Furniture, fixtures and other equipment 19,938 16,920 3,018 
BEES UGE SN nO a eae ee 19,077 
$ 180,810 $ 142,740 $ 38,070 


As at December 31, 2002 $12,078 of leasehold improvements, $75,692 of computer and electronic trading equipment and 
$5,577 of furniture, fixtures and other equipment had been fully amortized and were no longer in use by the Company. 
Accordingly, these amounts were removed from both the costs and accumulated amortization in the 2002 financial results. 


Other assets: 


Accrued benefit asset (note 7) $ 4,844 $ 5,046 
Other assets 1,035 658 
$ 5,879 $ 5,704 


TSX Group inc. Annual Report 2002 


7. Employee future benefits: 


Information about the Company’s benefit plans is as follows: 


Pension and RCA plans Other benefit plans 

2002 2001 2002 2001 
Accrued benefit obligation, beginning of year $5321 $ 32,194 $ 4,790 $ 4,047 
Service cost 22207) 2,413 372. 322 
Interest cost 2,533 2,416 338 268 
Benefits paid (3,103) (3,956) (93) (87) 
Employee contributions 494 697 _ = 
Actuarial losses - (684) (14) (21) 
Plan amendments - 66 - ~ 
Transfers-in from business combination _ 1,601 = 716 
Curtailment - = 455 (455) 
Special termination benefits - a... —— 
Accrued benefit obligation, end of year SS O82 BSB $ 5,848 $ 4.790 
Fair value of plan assets, beginning of year $ 38,295 $ © 40,883 $ ~ $ = 
Actual return on plan assets (2,256) (2,042) - = 
Employer contributions 2,191 12550) - _ 
Employee contributions ’ 494 697 ~ 2 
Benefits paid (3,103) (3,956) - _ 
Transfers-in from business combination - 1,863 - = 
Defined contribution payment from surplus — all Ce 
Fair value of plan assets, end of year $ 35,621 $e 383295 $ ~ $ = 
Funded status — plan surplus (deficiency) $ (1,911) $ 2,974 $ = $ fe 
Unamortized net actuarial gain 5,086 249 - os 
Unamortized past service costs So —— - — 
Accrued benefit asset $ 4,844 $ 5,046 $ = $ zs 


The significant actuarial assumptions adopted in measuring the obligation are as follows (weighted average assumptions as of 
December 31): 


Pension and Other benefit 

RCA plans plans 

Discount rate 7.0% 7.0% 
Expected long-term rate of return on plan assets 8.0% n/a 
Rate of compensation increase 4.5% n/a 
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The assumed health care cost trend rate at December 31, 2002 was 9.0%, decreasing to 4.5% over seven years. 


The net benefit plan expense is as follows: 


Pension and RCA plans Other benefit plans 
| 2002 
Service cost $ 262 Sil 2,413 
Interest cost eS: 2,416 = 
Expected return on plan assets (2,590) (2,888) - 
Amortization: 

Net transition obligations _ = 
| Prior service costs 154 _ 
| Net actuarial losses (gains) 50 — 

Special termination benefits —— 
/ Net benefit plan expense $ 2,434 $ 160 


The defined contribution tier of the pension plan was introduced in 2001, and $700, representing the entire amount of contri- 
bution in 2001, was transferred from the defined benefit tier of the pension plan to the defined contribution tier. In 2002, the 
Company contributed and expensed $1,446 to the defined contribution tier. 


Other information about the benefit plans is as follows: 


Pension and RCA plans Other benefit plans 


Employer premiums 
Employee contributions 


Benefits paid 


8. Investment in affiliate: 


On July 8, 2002, the Company paid $15,000 plus closing costs of $126, to acquire approximately 40% equity interest in 
CanDeal.ca Inc. (“CanDeal”), which owns an electronic trading system for the institutional debt market. As part of the invest- 
ment, the Company and CanDeal entered into an agreement under which the Company would provide technological services in 
support of CanDeal’s electronic trading system. Commencing in November 2002, the Company charged $110 for such 
services. The other shareholders of CanDeal include its founders, Canada’s six largest investment dealers, which represent the 
majority of the institutional debt trading market in Canada and two technology partners. 


The investment is accounted for using the equity method. The purchase price exceeded the proportionate share of the fair value 


of net assets acquired by $16,069. This amount represents intangible assets and goodwill acquired and will be considered in the 
annual testing for impairment (note 9). 
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9. Goodwill and intangible asset: 


As noted in note 1(i), goodwill is tested for impairment annually. The impairment test is carried out in two steps. In the first step, 
the Company compared the carrying amount of TSX Venture Exchange Inc. with its fair value. The test was performed in the 
fourth quarter of 2002. The measurement methodology used to determine whether impairment exists was recoverability based 
on discounted future cash flows. The Company found that the fair value of TSX Venture Exchange Inc. is at $68,900, which is 
substantially greater than the carrying value at $50,000. Therefore, there was no impairment issue and the second step of the 
impairment test was not required and therefore not conducted. 


The Company recorded an intangible asset related to the purchase value of the listed issuer base of TSX Venture Exchange Inc. 
The intangible asset is amortized at 7.3% per year on a declining balance. 


2002 2001 

Intangible asset, beginning of year $ 26,900 $ = 
ee - Ades 
26,900 26,900 

Less amortization of intangible asset nt? es 
Intangible asset, end of year $ 24,933 $ 26,900 


10. Lease commitments: 
The Company is committed under long-term leases as follows: 


(a) The rental of office space, under various long-term operating leases with remaining terms of up to 16 years and a capital lease 
for an initial term of 25 years with an additional 10-year renewal option. 


(b) The rental of computer hardware and software for a term of three years. 


Current lease obligations over the remaining terms of the operating leases are as follows: 


Years ending December 31: 


2003 $ 8,727 
2004 5,200 
2005 4,360 
2006 See 
2007 35922 
Thereafter veneeena 12184 

$ 53,949 
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The obligation under the capital lease is as follows: 


Total minimum lease payments ($493 per year) 


Less amounts representing interest at 15.2% 


Less current portion 


Interest on the obligation under the capital lease amounted to $275 (2001 — $304). 


11. Share capital: 


On December 14, 1999, legislation was passed by the Ontario Legislature, which allowed The TSE to continue as a for- 
profit, taxable business corporation effective April 3, 2000. Each member or person owning a seat on The TSE received 20 
common shares in the capital of TSE Inc. and relinquished all rights as a seat holder. An unlimited number of shares were 
authorized, with a total of 2,660 shares issued by TSE Inc. having an aggregate stated capital of $7,980. Pursuant to a special 
shareholders resolution, on July 10, 2002, TSE Inc. changed its name to TSX Inc. 


Pursuant to a court-approved plan of arrangement as part of a corporate reorganization and public offering, on November 
12, 2002 each common share of TSX Inc. was exchanged for 12,688 common and/or choice shares of the Company. Each 
TSX Inc. shareholder who elected to sell some or all of its shares in connection with the offering process received choice 
shares to the extent of the number of shares it sold and each TSX Inc. shareholder received common shares of the Company 
to the extent of the number of shares it retained. On completion of the reorganization, the Company acquired all of the 
common shares of TSX Inc. A total of 33,750,091 common shares of the Company 1s outstanding as a result of the reorgani- 
zation and offering and the Company has become the holding company of the TSX group of companies. 


The authorized capital of the Company consists of an unlimited number of common shares, an unlimited number of 
preference shares, issuable in series and an unlimited number of choice shares. 


Each common share of the Company entitles its holder to one vote at all meetings of shareholders subject to certain restric- 
tions with respect to the voting rights and the transferability of the shares. No person or combination of persons acting 
jointly or in concert are permitted to beneficially own or exercise control or direction over more than 10% of any class or 
series of voting shares of the Company without the prior approval of the Ontario Securities Commission. 


Each common share of the Company is also entitled to receive dividends if, as and when declared by the Board of Directors 
of the Company. All dividends that the Board of Directors of the Company may declare and pay will be declared and paid 
in equal amounts per share on all common shares and choice shares, subject to the rights of holders of the preference 
shares. Holders of common shares will participate in any distribution of the net assets of the Company upon liquidation, 
dissolution or winding-up on an equal basis per share, together with the choice shares but subject to the rights of the holders 
of the preference shares. There are no pre-emptive, redemption, purchase or conversion rights attaching to the common 


shares, except for the compulsory sale of shares or redemption provision described in connection with enforcing the restriction 
on ownership of voting shares of the Company. 


TSX Group Inc. Annual Report 2002 


Details of capital transactions during the year are as follows: 


Common shares Choice shares Retained LEAs 

Number Amount Number Amount earnings equity 

Balance, January 1, 2001 2,660 $ 7,980 = $ = $ 285,841 } §2953824 
Net income 2001 = = = = 30153 320/153 
Common share dividends dosslist A cea named enna Cares Sid 5! edi CHE ce) 
Balance, December 31, 2001 2,660 7,980 = = 294,235 302215, 

Allocate common shares to 

choice shares Teer 160) rat 720 5,160 : Z 
on ; a a p Sristeas: : Ceri eae 


Conversion at 12,688 per share Nis Wale a) $ 2,820 21,824,974 $ 5,160 $ 294,235 $ 302,215 


Initial public offering 21,824,974 875.207 — - - 8732207) 
Issue costs _ (4,023) = (2,400) (6,423) 
Purchase of choice shares — = (21,824,974) (2,760) (368,047) (370,807) 
Net income 2002 ~ - _ _ 53762 5S 02 
Dividends = eA a SL aie Fs lad Wheels er are OR . (20,000) (20,000) 
Balance, December 31, 2002 33,750,091 § 372,004 Oe es —  $ (40,050) $ 331,954 


At the time of the continuance of The TSE, any accumulated excess in revenue over expenses was internally restricted and could 
not be distributed to the shareholders, except on a windup of TSX Inc. As at December 31, 2002, this amount was 
$69,461 (2001 — $96,042)., 


12. Employee share purchase plan: 


The Company offers an employee share purchase plan for eligible employees of the Company and its subsidiaries. Under the 
employee share purchase plan, contributions by the Company and by eligible employees will be used by the plan administrator, 
CIBC Mellon Trust Company, to make purchases of common shares of the Company on the open market. Each eligible 
employee may contribute up to 5% of the employee’s salary to the employee share purchase plan. The Company will contribute 
to the plan administrator the funds required to purchase one common share of the Company for each two common shares 
purchased on behalf of the eligible employee, up to a maximum annual contribution of $1,250. Shareholder approval is not 
required for this plan. 


The Company accounts for its contribution as compensation expense when it is contributed to the plan. Compensation expense 
related to this plan was $34 for the year ended December 31, 2002. 
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13. Share option plan: 


The Company established a share option plan effective on completion of the reorganization and offering, which was approved by 
the shareholders of TSX Inc. on October 2, 2002 and by the Board of Directors of the Company on September 4, 2002. 
All officers and director level employees of the Company and its affiliates are eligible to be granted options under the option plan. 
The share option plan, together with the other share compensation arrangements, cannot result in the number of shares reserved 
for issuance under share options held by any one person exceeding 5% of the outstanding issue. 2,800,000 common shares of the 
Company have been reserved for issuance upon exercise of options granted under this plan, representing approximately 8% of the 


outstanding common shares of the Company. 


On December 17, 2002, the Board of Directors of the Company approved the granting of 725,000 options to eligible employees 
of the Company pursuant to the share option plan. These options were granted on January 2, 2003. 


14. Long-term incentive plan: 


Effective January 1,2001,TSX Inc. introduced an interim bonus plan (in lieu of a long-term incentive plan) for officers and direc- 
tor level employees of TSX Inc. and its subsidiaries. The interim bonus plan will no longer be used following implementation of 
the share option plan described above. The interim bonus plan provides eligible employees with a deferred award based on the 
annual financial performance of the Company. Amounts earned in 2001 were converted into deferred share units for executive 
officers and restricted share units for other participants in conjunction with the public offering of the Company, with each 
deferred share unit or restricted share unit having an initial value equal to the price of one common share of the Company in the 
public offering. Amounts earned in 2002 will be converted into deferred share units or restricted share units once those amounts 
have been determined (expected to be in late January 2003), with each deferred share unit or restricted share unit having a value 
based on the value of one common share of the Company on December 31, 2002. 


In general, deferred share units vest in accordance with the same schedule contemplated by the existing interim bonus plan, being, 
for deferred share units issued on conversion of 2001 amounts, one-third on each of December 31, 2002, 2003 and 2004, and, for 
deferred share units issued on conversion of 2002 amounts, one-third on each of December 31, 2003, 2004 and 2005, but can 
only be redeemed upon termination of employment or retirement. Restricted share units vest in accordance with the same three- 
year vesting schedule described above and will be redeemed at the end of the schedule, or in certain circumstances, on an earlier 
date. The deferred share unit plan and the restricted share unit plan have been established for the purpose of converting amounts 
earned under the interim bonus plan. The Company does not currently intend to separately grant deferred share unit or restricted 
share unit awards to executives or other employees. No shares will be issued or transferred on redemption of deferred share units 
or restricted share units; only cash payments will be made. 


The Company records its obligation under the plan, if any, in the period in which the award is earned. As at December 31, 2002, 
$5,400 (2001 — $2,300) has been accrued and is included in accounts payable and accrued liabilities. 


15. Earnings per share: 


2001 

Net income available to common shareholders $ 53,762 $ 30,153 

| Average number of common shares outstanding 335/50,091 33,750,091 
Basic and fully diluted earnings per share $ 1759 $ 0.89 
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16. Income taxes: 


Income tax expense attributable to income from continuing operations differs from the amounts computed by applying the 
combined federal and provincial income tax rate of 38.49% (2001 — 41.44%) to pretax income from continuing operations as a 
result of the following: 


2002 2001 

Income before income taxes $ 89,799 $ 65,267 
Computed expected tax expense $ 34,564 > 27-053 
Non-deductible expenses 92 76 
Share of affiliate loss 232 — 
Impact of reduction in substantively enacted income tax rates 259 7,410 
Large Corporations Tax 120 = 
Dy 70 575 
$ 36,037 $35,114 

The income tax provision for the year ended December 31 is as follows: 

2002, | _ 2001 

Current tax expense * 32,412 de 929,976 
ee 3.25 15,138 
$36,037 $) 535,114 


The tax effects of temporary differences that give rise to significant portions of the future tax asset at December 31 are 


presented below: 


2002 
Non-capital loss carryforwards of subsidiaries $ 3,730 
Capital assets SSE) 
Cumulative eligible capital 37,999 
Financing costs 1,963 
ie couture temporary differences 3,069 
Net future tax assets $ 50,340 
Future tax asset: 
Current $ 6,516 
Long-term vasa 824 
$ 50,340 


$ 4,037 


$ 51,996 
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17. Regulatory services: 


In accordance with the Ontario Securities Commission recognition order effective April 3, 2000, the Company established 
a separate division, Regulatory Services, which was responsible for market regulation and was included in the consolidated financial 
statements. For the year ended December 31, 2001, Regulatory Services received fees of $14,078, incurred operating expenses of 
$14,134 and purchased capital assets of $35. 


The Securities Commissions of Alberta, British Columbia, Manitoba, Ontario and Quebec (the commissions) have recognized 
Market Regulation Services Inc. (“RS Inc.”) as a self-regulatory organization and approved the retention of RS Inc. to perform 
certain market regulation functions formerly performed by the Company. RS Inc. is a private corporation jointly owned by the 
Company and the Investment Dealers Association of Canada and operated on a not-for profit basis in accordance with its articles. 
RS Inc. will provide regulatory services to Canadian marketplaces (i.e., exchanges, alternative trading systems and quotation and 
trade reporting systems) that contract with it, in consideration of fees to be paid by such marketplaces and their participants. 
The Company retained RS Inc. to perform certain market regulation functions effective March 1, 2002. Certain employees 
involved in market regulation were transferred from the Company to RS Inc. effective January 1, 2002. These employees were 
seconded back to the Company where they continued to perform their market regulation functions until the performance of 
those functions was undertaken by RS Inc. on March 1, 2002. After retaining RS Inc. to perform certain market regulation 
functions, the Company ceased to perform those functions on its own behalf, and ceased charging for those functions. 


Accordingly, for the two months ended February 28, 2002, Regulatory Services received fees of $2,337 and incurred operating 
expenses of $1,385. 


For the period from March 1, 2002 to December 31, 2002, $7,799 of Business Services revenue was earned for technology, finance 
and human resources services provided to RS Inc. and $3,313 was paid to RS Inc. for services provided by RS Inc. 


In addition, the Company has committed to guarantee indebtedness of RS Inc. to outside lenders in an amount not to exceed 
$3,250. At December 31, 2002, RS Inc. had no outstanding indebtedness. 


18. Financial instruments: 
(a) Fair values of financial assets and financial liabilities: 


The fair values of the Company’s cash, investment and marketable securities, accounts receivable, and accounts payable and 
accrued liabilities approximate their carrying amounts due to their short-term nature. The fair value of other assets and the 
obligation under capital lease is not readily determinable. 


(b) Price risk: 


Accounts receivable include U.S. $2,106 (2001 — U.S. $2,393), which is exposed to change in the U.S.-Canadian dollar 
exchange rate. 


19. Contingent liability: 


On July 30, 2002, a shareholder of an issuer that was listed on the Alberta Stock Exchange (a predecessor of CDNX) filed a claim 
totaling $43,000 against TSX Venture Exchange Inc., among other defendants, in the Ontario Superior Court of Justice relating 
to activities of that issuer. Management believes that the claim is without merit and intends to vigorously defend it. 
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Five-Year Review 


(in thousands of dollars) 1998! 1999' 2000! 20012 20022 
Revenue: 
Listing fees 37,778 34,876 41,046 54,185 80,504 
Trading and related fees FI AGD 89,577 124,748 65,882 67,650 
Market data fees 26,820 28,756 35.223 43,447 55,457 
Market regulation fees 0 0 14,052 14,078 2.557 
Business services 0 0) 0 0 7,962 
Other pee ne 3,021 2,360 1,975 
EEE oe ace eee 7 Fae Seer ee ee 
PERE S 133,002, 132,848 120,082 127,119 139,381 
ee ro oecnons Petar A oa PD ates ou ee ub a 
Loss from investment in affiliate 0 0 0 0 (602) 
Investment income 5,029 4,258 11,280 12,434 13,897 
Unusual items 0) (32,087) 394 0 0 
eee Ay 0. 25772) (35,114) (36,037) 
nutes ni RES a ees Pesce ene cee i oe 
Operating cash flow Seite 2iR69S 113,438 38,220 Sule abs) 
Working capital 95,134 108,015 210,183 191,540 211,044 
Total Assets 170,928 182,308 342,477 352,046 386,237 
Shareholders’ Equity 145,580 140,298 293,821 302,215 531,954 
TORONTO STOCK EXCHANGE 
MARKET STATISTICS ” 
Volume (millions) 26,7695 29,280.4 40,752.0 37,190.4 46,351.2 
Value ($ billions) 493.2 529.0 944.3 725 637.7 
Transactions (000s) 12,462.7 17,628.1 a2) 261552 26,540.7 
Issuers Listed 1,433 1,456 1,398 128116 1,304 
Initial Public Offerings ey 55 58 56 75 
New Equity Financing ($ millions) 15,485.2 19,239.2 23,106.8 20,934.8 25,816.9 
Market Cap ($ billions) 1235056 1,498.2 1,433.9 1,246.7 1,045.2 
S&P/TSX Composite Index 6,485.94 8,413.75 8,933.68 7,688.41 6,614.54 
TSX VENTURE EXCHANGE 
MARKET STATISTICS? 
Volume (millions) TALS 13,849.1 8,856.9 8,719.4 
Value ($ millions) L156 15,9719 3,605.4 3.2328 
Transactions (000s) 338.4 4,382.7 1,540.0 1,310.2 
Issuers Listed 2,358 25598 2,688 2,504 
New Listings 20 475 20 ¢ 88 
New Equity Financing ($ millions) 64.4 25102 1,081.5 1,440.6 
Market Cap ($ billions) 16.6 14.9 10.6 I | 
S&P/TSX Venture Index* 1,036.6 1,074.1 


1 Prior to April 3, 2000, TSX Group was organized and operated on a not-for-profit basis. 


2. The financial results of TSX Venture Exchange have been consolidated into these results from and after August 1, 2001. 


3 TSX Venture Exchange commenced operations November 29, 1999. 
4 S&P/TSX Venture Index commenced December 10, 2001 with a value of 1,000. 
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Board of Directors 


Wayne C. Fox (Chair) 

Vice Chair & Chief Risk Officer 

CIBC World Markets Inc. 

Committees: Finance & Audit, Governance, 
Human Resources 

Director Since: 1997 


Spencer Lanthier (Vice Chair) 

Corporate Director 

Committees: Finance & Audit (Chair), Governance, 
Human Resources 

Director Since: 2000 


Barbara G. Stymiest! 
Chief Executive Officer 
TSX Group Inc. 
Director Since: 1993 


lan S. Brown 

Senior Managing Director 

Raymond James Ltd. 

Committees: Governance, Venture Market 
Director Since: 2001 


Brian A. Canfield 

Chairman, TELUS Corporation 

Committees: Governance (Chair), Human Resources 
Director Since: 1999 


Tullio Cedraschi 

President and Chief Executive Officer 

CN Investment Division 

Committees: Governance, Human Resources (Chair), 
Strategic Policy 

Director Since: 2001 


Robert Dorrance 

Chairman & CEO 

TD Securities Inc. 

Committees: Finance & Audit, Venture Market 
Director Since: 2000 


John A. Hagg 

Senior Director 

Tristone Capital Inc. 

Committees: Governance, Venture Market 
Director Since: 2001 


Harry A. Jaako 

Chairman, Co-CEO and Director 

Discovery Capital Corporation 

Committees: Finance & Audit, Venture Market 
Director Since: 2001 


Jean Martel 

Senior Partner 
Lavery, de Billy 
Director Since: 1999 


Owen McCreery 

Consultant 

Committees: Finance & Audit 
Director Since: 2002 


John P. Mulvihill 

President & CEO 

Mulvihill Capital Management Inc. 
Committees: Governance 

Director Since: 1996 


Gerald C. Throop 

Executive Vice President & Managing Director, 
Equity Markets Group 

Merrill Lynch Canada Inc. 

Director Since: 1999 


Eric C. Tripp 

Vice Chairman, Equity Division 
BMO Nesbitt Burns Inc. 
Committees: Human Resources 
Director Since: 1999 


1 Ms. Stymiest served as a Director of Toronto Stock Exchange from May 19, 1993 until June 10, 1999 and then resumed her position 


as a Director on October 12, 1999 when she became CEO. 
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Wayne C. Fox 
Chair, TSX Group Inc. 


J). Spencer Lanthier 
Vice Chair, TSX Group Inc. 


Barbara G. Stymiest * 
Chief Executive Officer, TSX Group Inc. 


Irene A. Boychuk *! 
Vice President, Human Resources, 
TSX Group Inc. 


Lorraine M. Coady *2 
Vice President, Human Resources, 
TSX Group Inc. 


John B. Cieslak * 
Senior Vice President, Information and Trading 
Technology & ClO, TSX Group Inc. 


Clare M. Gaudet * 


Senior Vice President 
Toronto Stock Exchange 


1 Ms. Boychuk retired on December 31, 2002. 


Executive Officers 


Linda M.O. Hohol * 
President 
TSX Venture Exchange Inc. 


Richard W. Nesbitt * 
President 
TSX Markets 


Robert A. Pattillo * 
Vice President, Public Affairs, Research & 
Communications, TSX Group Inc. 


Leonard P. Petrillo * 
Vice President, General Counsel & Secretary, 
TSX Group Inc. 


Michael S. Ptasznik * 
Chief Financial Officer, TSX Group Inc. 


2 Ms. Coady became Vice President, Human Resources for TSX Group Inc. on January 1, 2003 replacing Ms. Boychuk who retired on December 31, 2002. 


* Member of Senior Management Team. 
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Participating Organizations and Members 


As of January 1, 2003 


Toronto Stock Exchange 
Participating Organizations 


Acker Finley Inc. 

Acumen Capital Finance Partners Limited 
Altus Securities Inc. 

Assante Capital Management Ltd. 
Berkshire Securities Inc. 

BMO Nesbitt Burns Inc. 

BNP (Canada) Securities Inc. 
Bolder Investment Partners Ltd. 
Brant Securities Ltd. 

Brawley Cathers Ltd. 
Brockhouse & Cooper Inc. 
Burgeonvest Securities Limited 
Byron Securities Limited 
Caldwell Securities Ltd. 
Canaccord Capital Corporation 
Cartier Partners Securities Inc. 
CIBC World Markets Inc. 

Clarus Securities Inc. 
Commission Direct Inc. 
Correspondent Network 
Credifinance Securities Ltd. 


Credit Suisse First Boston Securities Canada Inc. 


Darier Hentsch (Canada) Inc. 
Desjardins Securities Inc. 

Deutsche Bank Securities Ltd. 
Dlouhy Merchant Group Inc. 
Dominick & Dominick Securities Inc. 
Dundee Securities Corporation 
E*TRADE Canada Securities Corporation 
e3m Investments Inc. 

Edward Jones 

FIMAT Derivatives Canada Inc. 

First Asset Advisory Services Inc. 
First Associates Investments Inc. 
First Delta Securities Inc. 

FirstEnergy Capital Corp. 


Foster & Associates Financial Services Inc. 


Friedberg Mercantile Group 
Georgia Pacific Securities Corp. 
Global Securities Corporation 
Golden Capital Securities Limited 
Goldman Sachs Canada Inc. 
Griffiths McBurney & Partners 
Hampton Securities Limited 
Harris Partners Ltd. 

Haywood Securities Inc. 

HSBC Securities (Canada) Inc. 
Independent Trading Group 
Industrial Alliance Securities Inc. 
Instinet Canada Ltd. 

IPC Securities Inc. 

IPO Capital Corp. 

ITG Canada Corp. 

J. C..Clark Ltd. 

Jennings Capital Inc. 

Jitney Group Inc. (The) 

Jones Gable & Company Ltd. 
Kingsdale Capital Markets Inc. 
Kingwest and Company 
Laurentian Bank Securities Inc. 
Le Groupe Option Retraite Inc 
Leede Financial Markets Inc. 
Lightyear Capital Inc. 

Loewen Ondaatje McCutcheon Ltd. 
MacDougall MacDougal & MacTier Inc. 
Maison Placements Canada Inc. 
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Maple Securities Canada Limited 
McFarlane Gordon Inc. 

Merrill Lynch Canada Inc. 

MMI Group Inc. 

Morgan Stanley Canada Ltd. 

National Bank Discount Brokerage Inc. 
National Bank Financial Inc. 

Norstar Securities International Inc. 
Northern Securities Inc. 

Octagon Capital Canada 

Odlum Brown Limited 

Pacific Int’l Securities Inc. 

Paradigm Capital Inc. 

Penson Financial Services Canada, Inc. 
Peters & Co. Limited 

Pictet Canada L.P. 

Polar Securities Inc. 

Pollitt & Co. Inc. 

Pope & Company 

Quest Capital Group Ltd. 

Raymond James Ltd. 

RBC Capital Markets 

Refco Futures (Canada) Ltd. 

Research Capital Corporation 

Roche Securities Limited 

Salman Partners Inc. 

Scotia Capital Inc. 

Sprott Securities Inc. 

Standard Securities Capital Corporation 


State Street Global Markets Canada Inc. 


Stephen Avenue Securities Inc. 
Strategic Capital Partners Inc. 
Sun Life Securities Inc. 

TD Securities Inc. 

TD Waterhouse Canada Inc. 
Timber Hill Canada Company 
Tristone Capital Inc. 

UBS Bunting Warburg Inc. 
Union Securities Ltd. 

W.D. Latimer Co. Limited 

West Wind Capital Partners Inc. 
Wolverton Securities Ltd. 
Woodstone Capital Inc. 
Yorkton Securities Inc. 


TSX Venture Exchange 
Member Firms 


Acadian Securities Incorporated 


Acumen Capital Finance Partners Limited 


Assante Advisory Services Limited 
Bieber Securities Inc. 

BMO Nesbitt Burns Inc. 

Bolder Investment Partners Ltd. 
Brawley Cathers Limited 

Caldwell Securities Ltd. 

Canaccord Capital Corporation 
Cartier Partners Securities Inc. 

CFG Financial Group Inc. 

CIBC World Markets Inc. 
Correspondent Network 

CTI Capital Inc. 

Dominick & Dominick Securities Inc. 
Dundee Securities Corporation 
Emerging Equities Inc. 

E*TRADE Canada Securities Corporation 
First Associates Investments Inc. 
First Delta Securities Inc. 

FirstEnergy Capital Corp. 


Friedberg Mercantile Group 
Global Securities Corporation 
Golden Capital Securities Limited 
Griffiths McBurney & Partners 
Hampton Securities Limited 
Haywood Securities Inc. 

HSBC Securities (Canada) Inc. 
IPO Capital Corp. 

ITG Canada Corp. 

Jennings Capital Inc. 

Jones, Gable & Company Limited 
Jory Capital Inc. 

Kingsdale Capital Markets Inc. 
Leede Financial Markets Inc. 
Loewen Ondaatje McCutcheon Limited 
Merrill Lynch Canada Inc. 
National Bank Financial Inc. 
National Bank Financial Ltd. 
NBCN Clearing Inc. 

Northern Securities Inc. 
Octagon Capital Canada 

Odlum Brown Limited 

Pacific International Securities Inc. 
Paradigm Capital Inc. 

Peters & Co. Limited 

RBC Capital Markets 

Raymond James Ltd. 

Research Capital Corporation 
Roche Securities Limited 

Salman Partners Inc. 

Scotia Capital Inc. 

Sprott Securities Inc. 

Standard Securities Capital Corporation 
Stephen Avenue Securities Ltd. 
TD Waterhouse Canada Inc. 

TD Securities Inc. 

TWC Securities Inc. 

UBS Bunting Warburg Inc. 

Union Securities Ltd. 

W.D. Latimer Co. Limited 
Wellington West Capital Inc. 
West Wind Capital Partners Inc. 
Wolverton Securities Ltd. 
Woodstone Capital Inc. 


TSX Venture Exchange 
Participating Organizations 


Brant Securities Ltd. 

Commission Direct Inc. 

CTI Capital Inc. 

Desjardins Securities Inc. 

KPLV Securities Inc. 

Industrial Alliance 

Laurentian Bank Securities Inc. 
MacDougall MacDougall & MacTier Inc. 
National Bank Discount Brokerage Inc. 
Norstar Securities International Inc. 
Paradigm Capital Inc. 

Penson Financial Services Canada Inc. 
Pollitt & Co. Inc. 

Pope & Company 

Refco Futures (Canada) Ltd. 


The Participating Organization category was added by TSX Venture Exchange as part of the exchange 
realignment to permit members of other Canadian stock exchanges (Toronto Stock Exchange and 
Montreal Exchange) to have trading access rights to TSX Venture Exchange. As such, Participating 
Organizations are limited in terms of corporate financing activities, including sponsorship. 
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Stock Listing Registered Office 


Toronto Stock Exchange The Exchange Tower 
130 King Street West 

Share Symbol Toronto, ON 

uy” Ms5X 12 

Auditors 


The Exchange Tower 


KPMG LLP 130 King Street West 
Toronto, ON Toronto, ON 
M5X 12 


Share Transfer Agent 
Requests for information regarding share 
transfers should be directed to the Transfer Agent: 


CIBC Mellon Trust Company 


PO Box 7010 
Adelaide Street Postal Station 
Toronto, ON 
M5C 2W9 
Tel: (416) 643-5500 (Toronto Area) 
1 800-387-0825 (North America) 
Fax: (416) 643-5501 
Web: www.cibcmellon.com 
email: —inquiries@cibcmellon.com 


Investor Contact Information 


Investor Relations may be contacted at: 


Tel: (416) 947-4277 (Toronto Area) 

1 888 873-8392 (North America) 
Fax: (416) 947-4727 
email: | shareholder@)tsx.com 


™ S&P is a trade mark owned by the McGraw-Hill Companies, Inc. 
™ POSIT is a trade mark of the POSIT Joint Venture, a joint venture between 
Barra POSIT, Inc. and ITG Software, Inc. 


For reasons of design, some company ticker symbols may not appear on the front cover. 


Ce rapport annuel est également disponible en francais. 


Shareholder Information 
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Calgary Office Vancouver Office 


300 — 5th Avenue SW 650 West Georgia Street 
10th Floor Suite 2700 

Calgary, AB Vancouver, BC 

T2P 3C4 V6B 4N9 

Montreal Office Winnipeg Office 

1000 Sherbrooke Street West One Lombard Place 
Suite 1100 Suite 600 

Montreal, OC Winnipeg, MB 

H3A 3G4 R3B OX3 


The Annual Meeting for shareholders will be held at 
4:15 p.m. (Eastern Standard Time) on May 8, 2003 at: 


Novotel Toronto Centre Hotel 
Champagne Ballroom 

45 The Esplanade 

Toronto, ON 

MS5E 1W2 


Purdy Crawford, O.C., Q.C., Counsel, Osler Hoskin & Harcourt, 


Toronto 

Scott M. Hand, Chairman and Chief Executive Officer, 
Inco Limited, Toronto 

Nancy C. Southern, President and Chief Executive Officer, 
ATCO Group, Calgary 

Derrick H. Rowe, Chief Executive Officer, 
Fishery Products International, St. John’s 

William R. Fatt, Chief Executive Officer, 
Fairmont Hotels & Resorts Inc., Toronto 

Barry Allen, President and Chief Executive Officer, 
VSM MedTech Ltd., Vancouver 

Gwyn Morgan, President and Chief Executive Officer, 
EnCana Corporation, Calgary 

Maurice Piché, President and Chief Executive Officer, 
Andromed Inc., Montreal 

R. Jeffrey Orr, President and Chief Executive Officer, 
Investors Group, Inc., Winnipeg 

Donald L. Triggs, President and Chief Executive Officer, 
Vincor International Inc., Mississauga 
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